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INTRODUCTION TO THE SERIES 


Tiih Theory of Economics (loco nob furnish a body 
of .settled conclusions immediately applicable to 
policy. It is a method rather than a doctrine, an 
apparatus of the mind, a technique of thinking, which 
helps its possessor to draw correct conclusions. It is 
not difficult in the sense in which mathematical and 
scientific techniques are dillicult ; but the fact that 
its inodes of expression arc much less precise than 
theso, renders decidedly diiUeult the tusk of conveying 
it correctly to iho minds of learners. 

Hof oio Adam Smith this apparatus of thought 
scarcely existed, between his time and this it has been 
steadily enlarged and improved. Nor is there any 
branch of knowledge in (lie formation of which English- 
men can olaim a more predominant part. It is not 
complete yet, but important improvements in its 
elements uro becoming rare. The main task of the 
professional economist now consists, cithor in obtaining 
a wide knowledge of relevant facts and exercising skill 
in the application of economic principles to them, or in 
expounding the elements of his method in a lucid, 
accurate and illuminating way, so that, through his 
mat-ruction, the number of those who can think for 
themselves may lm increased. 
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economic problems. The writers are not concerned to 
make original contributions to knowledge, or even to 
attempt a complete summary of all the principles of the 
subject. They have been more anxious to avoid obscure 
forms of expression than difficult ideas ; and their 
object has been to expound to intelligent readers, 
previously unfamiliar with tho subject, the most 
significant elements of economic method. Most of the 
omissions of matter often treated in textbooks are 
intentional ; for as a subject develops, it is important, 
especially in books meant to be introductory, to discard 
the marks of the chrysalid stage before thought bad 
wings. 

Even on matters of principle thore is not yet a 
complete unanimity of opinion amongst professors. 
Generally speaking, the writers of tbeso volumes believe 
themselves to bo orthodox members of the Cambridge 
School of Economics. At any rate, most of their ideas 
about the subject, and even their prejudices, are traoe- 
able to the contact they have enjoyed with the writings 
aud lectures of the two economists who have chiefly 
influenced Cambridge thought for the past fifty years, 
Dr. Marshall and Professor Pigou. 


J. 11 . Keynes. 
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THE 

CONTROL OF INDUSTRY 

CHAPTER I 
INTRODUCTORY 

“ Ahem 1 ” said tho Mouse, with un important- air. “ Arc 
you all ready ? This is tho driest tiling I know. Silence all 
round, if you please.” 

Alice's Adventures in WondvrUiutl. 

§ 1. The Scope of the Discussion. Tho practical 
economic questions which arouse controversy and 
await solution, at tho present time may all bo 
concoivcd of us compounded in various miumors 
out of three central problems. There is first the 
problem of p rodu ction- -how, if at all, is it possible to i ' 
support tlio growing population of tho world at a 
constantly rising standard of ooinfort ? There is secondly 
tho problem of distribution - -how, if at all, can the fruits n > 
of industrial progress he divided in a mannor more 
productive of human wolfaro and moio consonant with 
our ideas of justioo % And there is thirdly the problem *" 
of gover nment or control — how, if at all, can wo onsuro 
that tho man and woman nmovrmd in indnwl.rv Him 11 nnf; 
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It is on the last of these problems that this book is 
intended to throw light. What is the structure of the 
economic organization by which the forces of Nuturo 
are exploited, and our wants in some measure supplied ‘l 
In what directions is this_organizatiou being modified 
at the .present time, or capable of modification in the 
reasonably near future ? Such avo the. main questions 
which will be hero discussed. Not that this problem of 
government can bo examined in entire isolation from 
the problems of production and distribution. Demands 
for changes in the methods of conducting industry arc 
in practice inextricably bound up with demands for 
changes in the ftppotlipnment of its product. And 
neither the predominant forms of industrial organization 
nor tho manifold schemes for their supersession or 
improvement can be clearly understood or fairly judged 
unless wo havo at the back of our minds a picture of 
Man, eager to enjoy and to beget, lodged precariously 
on tho surface of a fiuifco planet, and arguing distmolodly 
with blind forocs the eternal question of his daily 
bread. 

But for our present purpose theso problems of produc- 
tion and distribution must be kept somewhat resolutely 
in the background. And there is another boundary also 
which wo must endeavour not to Gross. If wo are going 
to use the phrase “ control of industry ” at all, we. cannot 
make too early a distinction which though familiar is 
still often noeloctcd — the distinction between what 



ohcckcd. By an elaborate cotlo of commercial law, 
company law, factory law mul no forth, tlio modem 
State fetters in numerous ways the actions of those who 
are actually responsible for the conduct of business. 
By means of an intricate network of written and un- 
written convention, of opon and invisible pressure, 
organized Labour limits the conditions under which 
work can bo carried on. But it is only in so far as tin; 
State or Labour aotually assumes or proposes to assume 
responsibility for getting things done, as contrasted with 
sotting limits to the methods of their doing, that the 
operations of cither will como within our scope. Here, 
again, the lino will sometimes bo diilioult to draw ; 
oontrol which in origin or purpose, is negative and 
obstructive may develop by the force of events into 
oontrol which is positive and constructive ; but unless 
such a distinction is made, our canvas will hccomo over- 
crowded, and the significant outline of the industrial 
structure impossible to preserve. 

One more matter of definition. “ Industry ” is an 
olasiio word, capable of various breadths of moaning. 
In tho title of this book it is used to cover the whole 
sorics of processes by whiolidosi ruble things arc oxtmoiod 
from tho earth, fashioned and transformed by man, 
carried from place to place, and stored through time 
and placed in the hands of those who uro ready to pay 
for thorn. But it will somotimos bo convenient to usq 
tho word more narrowly, and to develop our argument 


§ 2. The Underlying Principles of Modern Industry. 
When wc take a first glance at modern industry with a 
view to discovering the method of its government, the 
first fact which strikes us would be startling, if it were 
not so familiar. It is that the most obvious economic 
problem which confronts the inhabitants of any country 
or of the world as a whole does not appear to be 
submitted to any deliberate or conscious decision at all. 
| That problem is to determine how the limited natural 
• resources of the community, its limited flow of savings, 
■ its limited equipment of human brains and bands, is to 
, bo allocated between the infinity of different uses in 
1 which they are capable of yielding a harvest of enjoy- 
i meat. In the main tbis momentous deoision is left to 
the operation of what are somewhat vaguely termed 
natural forces, acting through the desires and activities 
of disconnected individuals. The final arbiter is the 
scattered army of consumers, whose freely expressed 
preferences and aversions attract and repel the com- 
munity’s resources in this direction and in that. The 
immediate agent is the more compact but still very 
heterogeneous company of the leaders of business, who 
severally decide what shall be produced and in what 
quantities, in accordance with the evidence that reaches 
them of the desires of consumers. How Value or Price 
stands at the centre of this system, or lack of system, 
acting aa finger-post or danger-signal to consumers and 
producers, and exercising a sway more absolute than 



merits and defects of the whole arrangement — these 
things liavo been broadly discussed in tho first two 
volumes of this sorica. In this volume wo shall bo 
concerned in the main with narrower issues — with the 
nature and composition of that company of immediate 
agents who direct the processes of business, mono of them ', 
(in his business capacity at least) visualizing tho economic ' 
problem of sooioty as a whole, but each working in Ida I 
own comparatively narrow field. But now and again, ' 
oven in our study of what is, wo Bhall become nwaro that 
various agencies— notably tho powers of Binanoo and of 
the State— are sometimes more concerned than would 
at first Bight appear with tho major problem of industrial 
government— tho propor allocation of society's resources 
between different uses and occupations : and whon wo 
enter tho realm of speculation, wo must not shut our 
oyes to attempts to doal with this larger issno ns well ns 
with tho secondary matter of tho actual conduct of 
individual branches of businesses. 

For the present, however, it is on this secondary matter 
that wo must ooncontrato our thoughts ; and it is a 
sufficiently complicated one. Even if wo confino our 
viow to weatorn countries and modern times, tho forms 
of business organization whioh have boon actually tried, 
to say nothing of thoso which have been suggested, aro 
very numorous and di verso. And there is a further 
difficulty. As in politics so in industry, we may study 
carefully tho oxtornnl forms of an institution without 


such as joint-stocK company, to uikc wio most, 
important, example, may bear very different meanings 
in different instances. Moreover, those who have the 
most accurate knowledge of the way industry is 
really governed arc often least able or willing to impart 
their knowledge in words. The result is that wo have to 
deal, and deal to some extent in the dark, not only with 
great varieties of external organization, but with still 
greater varieties of industrial practice. 

Into this labyrinth wo may take one duo, which will 
serve ua in good stead. Most readers will remember 
being restrained in their youth from the pursuit of 
desirable oourscs of action by the quotation of admoni- 
tory proverbs ; and they may remember further that 
some of these proverbs had a habit of going about in 
contradictory pairs, so that action in any direction was 
made to seem dangerous if not impossible. It is one 
suoh pair of contradictory proverbs that furnishes the 
, key to .tho complexities of modern industry. “ Many 
hands make light work ” : “ Too many cooks spoil tho 
broth. 1 ’ How reconcile tho implications of these two 
aphorisms, each in its way so sensible ? The answer is 
that in modern industry they aro not reconciled : and 
their mutual conflict is tho source of the pcrpotual 
shifting of tho sands of industrial structure. It will he 
convenient to introduce at onoo and to use frequently 
two tochnical terms, wlnoli aro used in aoiontific writing 
with various shades of meaning, but which we may 
fairly pin down, for our purposes, to ombodviim tho 
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of it, Tbo eoooud is tbo prinoiplo of intcgratiofr—iho 
prinoiplo that things got out of hand if too many people 
aro meddling about with thorn, and that sometimes, as 
most of us havo on oooasion irritably remarked, “If 
you want a thing properly done you must do it yourself." 
Tho groator part of this book will bo dovolcd to analysing 
tho struoturo of industry in tho light of theso two 
principles, and interpreting its developments in torms 
of tlioir oonlinnal olash. 

§ 3. The Antecedents of Modern Capitalism. But thorn 
is a preliminary task to bo performed. This is one of tho 
departments of economic study which it is most difficult 
to understand, and least desirablo to approach, oxoopt 
through tho path of history. Unless wo havo sorao 
idea of how, and in response to wlmt oiroumstanoes, tho 
present organization of industry oamo into being, wo 
shall noithor bo ablo to soo it olcarly nor judge it fairly. 
It is not iudood neoessary, though it would bo instructive, 
to transport ouwolvos to past civilizations or romoto 
olimes, and scolc thorn for parallels or contrasts to our 
own way of doing things. It will ho suffioiont for our 
present purpose to glanoo at tho industrial struotmo of 
Wostorn Europe, or indeed of England, in tho Middle 
Ages, and to trace in the briefest outline the stages by 
whioh tho phenomenon known as modern capitalism 
grow from those early beginnings. 1 



bo said that in bo meagre a summary they must bo 
distinguished with a sharpness of outline which they do 
not exhibit in the actual course of history, where they 
shade gradually into one another, and overlap one another 
often by several centuries. 

The first main stage or type of industrial organization 
is what is called tho “ f amily ” or “ ho useh old s ystem . 9 7 
Under it each ordinaryTamily or household provides , 
with a few inevitable exceptions, for all its own .wants- — - 
raises its own food, makes its own clothes, provides its 
own household utensils and so forth. Even here, of 
course, there is some diff erentia tion — the natural and 
obvious division of labour between man and woman, 
betwoen adult and child : Adam delves and Evcspins . 
Bub apart from this we have a condition of almost 
coroplote industrial integ ration . Vestiges of this system 
of course remain to the present day. Certain industrial 
processes, such as tho application of blacking to shoe- 
leather or the infusion of tea-leaves with hob water, 
are commonly performed for tho consumer either by 
himself or by those to whom he is bound by tics of 
affeotion rather than of commerce, or at the remotest by 
a domestic servant ; and in some parts of the country 
more complex processes, such as baking and brewing, 
are performed by eaoh household for itself. But as 
regards the main field of industry the system is, of course, 
obsolete. 

(ii) The next main type of organization is known by 
various names, of whioh the “ handicraft system ” is 


lino of work — lie becomes a wool-worker, or a metal- 
worker, or a stone-worker : lie no longer supplies only 
JmLpwji needs or all Lis own needs, but lives largely by 
exokangmg bis products lor thoso of ofclior people, 
Survivals ol tliis typo ol organization may bo found in 
the artist or tko villago blacksmith, working as his own 
master and disposing of bis own product. 

Within this main stage of industrial development it 
is possible to distinguish historically four sub-stages, 
whioh aro also of analytical interest. In tho first, tho 
simplor kinds of village craftsman have been differentiated 
—the smith, tho mason, and so forth : but their market 
is still pvaotioally confined to their fellow-villagers or 
immediate neighbours. In tho seoond, communications 
by road or rivor buvo improved, security is greater, and 
tho market for caoli separato product therefore wider. 
Tho craftsmen Imvo bogun to oongrogato in tho towns, 
and tho broad differentiation betwoon town and country, 
botwcou manufftoturo and agriculture, has become 
apparent. And tho towns themselves arc to some extent 
specializing on different produots and exchanging with 
one another and with other towns beyond tho Reas. 

In the third sub-stago, difierontiation has bcoomo 
more complex and tho omits moro numorous, Tlioy havo 
boon split, as it wore, by vortical lines : tlioro aro no 
longor simply metal-workers, but cutlers, armourors, 
spurriers, and so forth, each performing a distinct kind 
of metal-work. But they have also been split, as it wore, 


curious reversals or backwashes which mark from time 
bo time the course of industrial evolution. Industry has 
to a large extent flowed back from the towns to bho 
country — has become decentralized and diffused. Tho 
elaborate differentiation of crafts continues, but thoro 
has been some reintegration of caoh of thorn with tho 
primeval craft of agriculture : tho oraftsman has 
beoome a farmor in his sparo timo. 

§ 4. The Birlh 0 / Modem Capitalism, (iii) When this 
point has been reaohed, industry is ready for entry into 
the tliird of our mam stages, the characteristic feature 
of which is best brought out by somo such name as tho 
“ morohanting .^systsin.” For when tho individual 
produoerB arc Boattored all over tho country, and no 
longor concentrated in certain spots whoro tlioy oan 
easily be found by and keep touch with thoir ousbomors, 
tho final stage of industry iu tho broad souse — tho 
speeding of goods into bho hands of tho consumor — 
naturally falls, as foreign trade has long ago fallon, into 
the hands of ii_speciai class ofjncrohants. AVc cannot 
enter here into tho stops by which in difforont trades 
this merohanting class successively acquired control 
first of tho disposal of tho finished produot, then of tho 
provision of tho raw material, and finally iu somo cases 
of bho instruments of production with which tho orafts- 
nmn worked. But it is obvious that wo are hero face to 
face with a vitally important application of the orinoinlo 


modorn world. There Had boon sorfdora and servant- 
hood in the estates and houses of the groat ; and under 
the handicraft system tho prosperous oraftsmau Had 
long employed a few labourers in His houso or workshop. 
But undor tho morolianting system this division of 
function bctwcon those who plan and tltoso who toil 
assumes a new importance. Tho oraftsman still works 
in his own houBo, under hia own supervision, and some- 
times with his own tools : but ho works_to the order of 
a mci'ohant, and his status is, in Bomo respects, but 
little removed from that of a wage-earner. 

This typo of organization continued ovou in England 
to prevail over a considerable part of tlio industrial 
field till well on into tho nineteenth century, and over 
a more restricted but by no means negligible field it still 
prevails to-day. In th o clot hing trade of London and 
other great towns and in suoh trades as glove-making and 
Iacc-making in tho oountry districts muoh {r homework ” 
oT trivia kind is dono by somi-iudopondont producers, 
working to tho order of aorno kind or other of absonteo 
conlmotor. But ns everybody knows, in tho late 
eighteenth and early nineteenth oontury in England, 
and at a somewhat later date on tho Conti nont and in 
tho Now World, tho most important regions of industry 
began to fall undor tho sway of tho fourth and last of 
our main stages of industrial organization— tho so-oallnd 
“ faofcory system,” 

(iv) Erom tho tcolmioal point of view tho loading 


by the human hand, for the simple hand-dri von tool. 
From_ tho point of view of organization, its leading 
foatui'o is tho regimentation of Jargc_ bodies of worlc- 
peoplo under conditions of routine and discipline. Tho 
organizer of industry has bccoincho longer merely a 
merchant giving out contracts, but an em])loyer and 
manager of men, issuing orders : tho sonn-indcpeiulmit 
oraftsmau has hcoome a wage-earner, a private in the 
industrial army. 

In manufacture these changes involvo tho eoncontrn- 
tion of workpeople into centralized establishments or 
factories ; but in other branches of industry in tho broad 
sense, suoh as railway transport, tho workpeople may 
remain widely scattered in space. Further the chango 
in tcohuiquo and tho chango in organization do not 
always go together : thcro woro factories (though not 
many) boforo thoro wero machines, nor is tlioro muoli * 
machinery employed, say, in Harrod’s or the Bank of 
England ; on the other hand, tlioro havo boon maohincs, 
suoh as tho spi lining- jonny or tho Sheffield grinder’s 
lathe, capablo of being worked successfully by isolated 
produoors in their own homes. It is not always easy to 
say, therefore, wlioro tho faotory syatom begins or ends : 
but from our point of viow, tho point of view of 
organization, its distinctive marie must bo taken to bo 
not tho four walls of tho faotory, nor oven the use of 
machinery and mechanical powor, but tho sharpness 
jP-lil 1 !? cleavage between tho few who command and tho 
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vital to what follows. There is not niuoli reason, to 
snpposo tli at i n En gland at tlio end of tho oigliteontli 
century mankind suddenly became tonfold olevorcr and 
more ingenious than lie had ever been before. It was 
rather that various weights and repressions, ~bo to spoak, 
were removed, and the ago-long advantages of elaborate 
differentiation and soicntifio method allowed at length 
to tell to the full. Peace and security at home led to tho 
accumulation of savings by persons able and willing to 
use them in experimenting with new forms of industrial 
technique and organization : oonquest and disoovery 
abroad led to a colossal widening of tho potential market, 
for the products of a highly differentiated industry. A 
revolution in road and canal transport preoeded, in rail 
and sea transport followed, the revolution in manufac- 
ture. Population found in tho demands of faotory 
industry an outlet for its long-thwarted impulse towards 
expansion : and the growth of population gavo riso to 
an aggregate of wants which could be satisfied by no 
other methods thn.ii thoso of faotory industry. And tho 
experience of England in those respects has boon repeated 
with variations in other countries, 

It would bo wrong, therefore, to regard tho “ faotory 
system,” with all those attendant devices and complexi- 
ties which wo arc about to study, as a fortuitous byo- 
product of the brains of a Cartwright or a Watt. It 
seems rather, given tho necessary conditions, to have 
boon tho natural outcome of the collective genius of 


— our numbers, our naturo and our lcnowlodge — ia wJia; 
it is. 


CHAPTER II 


LARGE-SCALE INDUSTRY 

“ I only moant that I didn’t understand,'* said Alice. 
“ Why ono to come and one to go ? ” 

“ Don’t I toll you ? "said the King impatiently. “ I must 
liavo two — to fetch and carry. One to fetch and ono to 
carry.” 

Through the Looking-glass. 

§ 1, The Division of Labour. Wo may now prooced to 
oxamino in detail jtlio working of tiro two conflicting 
principles— differentiation and integration— in modern 
industry.' And wo may start with the tendonoy to 
differentiation or specialization of human hoings and 
mnohinory within a singlo firm. 

The broad advantages of what is oalled tho division 
of labour havo long been understood and often explained, 
but it will bo convenient to smnmarizo bhom boro onoo 
for all. Eirat, it gives scope for tho most fruitful employ- 
ment of special natural aptitudes. A light hand, whether 
for riding a horse or making a bake, an acoumto eye for 
knocking in a nail, a quick car for dotcoting tho approach 
of submarines — such things are in so mo degree bom and 
not made. How far any given industrial systom really 
provides opportunities for tho best utilization of rtariiou- 



by those who possess them, and the acquisition of special 
shill by those who do not. There is no ncod to labour 
tin's point, whioli is oapablo of ceaseless application in 
daily life. A largo part of the process of education and 
training, whother gonoral, military or industrial consists 
simply in the transfer of as many notions ns possible 
from tho realm of oonsoious effort and bvaimvork to the 
realm of instinotivo and unoonsoious performance. 
The most oflioicnt man is often not tho man who thinks 
mosb but the man who performs most with the least 
expenditure of thought. “ Operations of thought;,” 
soys a distinguished mathematician, in explaining the 
advantages of tho language of mathematical symbols, 
“ aro like cavalry charges in battlo : they aro strictly 
limited in numbor, they roquiro fresh horses, and must 
only bo mado at dcoisivo moments.” Anyono wntohing 
a workman performing a spcoiulizod modem industrial 
process may well rooall Mr. Bolloo’s lines describing the 
way tho wator-beotlo walks on tho suvfaco of tho water, 
and concluding, “ But should ho over stop to think of 
how ho does it ho would sink.” It is obvious that this 
jnooei|s of converting oonsoious effort into unoonsoious 
_pcrfprmanco is mado immonscly easier if tho field to 
which it has to be applied is limited by tho division of 
labour. And it is obvious also that this result of tho 
division of labour, while undoubtedly advantageous from 


Thirdly, division of labour enables a man to be 
continuously employed on a single job, and so to save 
the_ actual loss of tinic which is involved in passing 
from one job to another— both the delay physically 
necessary, and the further delay to which the average 
man almost necessarily succumbs in finishing up one 
task and buckling down to another. 

Fourthly, division of labour facilitates the continuous 
employment not only of the man but of the tool. Even 
In a primitive state of the arts of production, a tool is 
an expensive thing, involving the locking-up of a certain 
amount of capital : and if A and B and C each keep in 
their homes a spinning-wheel and a cobbler’s last and a 
plane, each of which is only used for a part of the day, 
there will obviously be a waste of capital as compared 
with an arrangement by which each of the three has 
one of the tools ouly, and works his whole time upon it. 
And this consideration obviously becomes of greater 
importance with every increase in the elaboration and 
expensiveness of the instruments used. 

§ 2. Standardization. Such aie the broad advantages 
of the division of labour. They have long been recog- 
nized : but they have been exploited far more fully 
than ever before in modern industry, whose tendency 
is ever towards a more and more elaborate subdivision 
of processes. The typical modern workman is specialized 
not merely to a single craft, but to a single tiny process 
in n qinrrlp Amft The main iumulaa towards this 
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instrument in full omploymont. With tho invention 
of complicated and neourato maobinos, thomsolvcs mado 
by maohinory and capable of reproducing all but the 
most subtle and delicate movements of the human hand, 
tho need for purely manual skill in industry lias on tho 
whole declined ; how far it lias boon roplaocd by tho 
need for a higher level of general intelligence is a matter 
of controversy. But in any ease tho main objeofc of tho 
division of labour is no longor so nnioh to develop the 
dexterity of tho human operator as to enable tjic 
continuous employment of tho highly specialized 
machine. Industrial progress consists, therefore, at tho 
present day, largely in tho continuous advance towards 
a greater and groator measure of what is known as 
standar dization. Industrial operations are mado as 
uniform as possible and roduoed as far ns possiblo to 
routine : they aro split up as completely as possible into 
their oomponent parts, and eaoh part is takon over by 
a separate machine. 

This principle of standardization lias been at work 
ever since the invention of maohinc-inodo maohinory 
a hundred years ago : but it undoiwonfc vovy rapid 
development during tho groat war, when its rigorous 
application was responsible for tho immonso productivity 
of tho British munition factories and tho American 
shipyards. It receives a familiar embodiment in tho 
Ford-m otoT ^oar, and its continuous extension ovor tho 
whole field of industry occupies tho attention of many 
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Sojcut ifio Mauagemeut . That movement indeed does 
not concern itself only with machine work : some of 
its earliest and most famous applications wero in the 
held of purely manual work— the laying of bricks and 
fcko loading of bars of pig-iron. It is concorned with 
hammering in and consolidating the first throe as well 
as tho fourth of the general advantages of the division 
of labour. It aims at making a careful study of tho 
movements aotually required for performing any job 
with tho least oxponditura of effort, and at instructing 
and training tho workmen to make tbeso movements and 
no others : it nooks, that is, to rcalizo to tho full tho 
saving of energy, time and thought which tho division 
of labour renders possible. It seeks also, by a careful 
study of tho oapaoities and aptitudeB of individual 
workmen, to employ thorn on tho jobs for which they 
avo most suitable, giving tho moro skilled jobs to those 
who adapt thomsolves easily to its teachings, and 
relegating thoso who possess, in its originator’s words, 
“ tho montal make-up of an ox ” to appropriately boviuo 
jobs. But by tho same moth oils it claims also to reap 
to tho full the fourth main advantage of tho division 
of labour, by onsuring the most skilful and continuous 
operation possible of exponsivo machinery. 

Tlioro are, indeed, formidable obstacles to the complete 
viotory of the principle of standardization. Manu- 
facturers arc sometimes conservative and unenterprising. 
Consumers, whether individuals or business ooncerns. 



seeing it broken up into a number ol somi-skilled opor 
tions, each oapablo o£ performance by a relatively u: 
intelligent mm working a highly intelligent maokin 
But on tlio wholo standardization wins. Even when tl 
naturo of things or tho oaprico of purchasers docs n 
allow uniformity in the final produot of an industry, the 
are often oomponont parts and preliminary process 
whioh aebnit of oomploto standardization. So long i 
tho main task of industry is tho provision of inoreasii 
doses of solid oomfort for teeming populations, so loi 
thero must bo a powerful drivo towards tho spree 
of “ mass-produotion ” — tho out-turn of masses 
indistinguishable goods by methods involving elaboru 
specialization of labour and appliances. And ho th 
necessity all devices, actual or suggested, for tl 
government of industry must oonfonn. 

§ 3. Standardization and the Size of the Business Un\ 
We must now pass on to notioo an important result > 
this specialization and standardization of the work 
men and machines. This is that on the whole thero 
a tendenc y for production to bo conducted on an ov< 
huger and larger scale — for tho largo concom to ou 
and supplant tho small. This result, like all the preooi 
big developments of industry, is Qondfeiml on tl 
growth of communications and thowidoning of market 
It will not pay a man to buy a sot of akoomulcing too 
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an elaborate maoliino which is only adapted to perform- 
ing ono-bundrcdtli part o£ the whole prooess of making 
a pair of boots unless it sees a rcnBonablo prospect of 
disposing of a very largo output. But oonvcrsly, onoo 
a firm has oxhibited tho onterpriso and aoquired tho 
oapital neocssary to instai a largo number of suoli 
machines, it will extend its market, oven in the fuoo of 
difficulties of transport and communication, at the 
oxponso of a smallor firm which has not boon able to 
make the necessary expenditure : for it will bo able to 
supply a greater varioty of goods of a more finished 
quality at a lower prioo. 

A largo firm then oan introduce moro highly specialized 
machinory, and keop it oooupied moro continuously 
than a small : and the same is tmo, though probably 
less important, of highly specialized labour. Tho 
resultant tendenoy towards largo-soalo production is 
on tho whole general throughout industry, but it 
operates with vory cli (lor out foroo in different trades. 
When tho “ maohiue ” in question, to use tho word in a 
vory broad sonsc, is a very largo and oumbrous and 
expensive affair which is absolutely ossontiul to tho 
work in question, such as the plant required in a sugar 
rofiucry or in a steel -rolling mills or the permanent way 
of a railway, tho tendonoy is irresistible, But in otlior 
instances the specialization of processes and maohinory 
may woll_ be accompanied by a specialization of firms. 
If a small firm tries to comneto with a larao over tho 



manufacture of a particular part of a watoli or of a 
motor oyole, cither trusting to tko gonoral operations 
of oommerco and advertisement to scouro a market or 
world ng by epeoial arrangomont with and for a larger 
firm, it may well bo able to maintain itself successfully. 

On the wholo, however, specialization and standardiza- 
tion undoubtedly increase the advantages of tho largo 
firm over tbo small. Wo need not stop to oxamiuo tiro 
application of this principle in detail in trado and 
transport and agriculture as woll as in manufacture : 
but it is just worth noting, by way of oxamplo, Unit in 
retail shop-keeping tho speoializod shop window plays 
somotking of tho part played by tho specialized machine 
in manufacture. Evoiyono oan tell tho difforenco in 
effectiveness between tho elaborate sories of tableaux of 
hotbouso Ilowors, ladies’ blouses and so forth wbiolx 
goes to make up tho froutago of a big Department Store 
in Loudon or Now York, and tho higgledy-piggledy 
profusion of oheeso and candles in tho singlo window of 
tho village shop. 

§ ‘1. The Division of Brain-Labour and the Size of tho 
Business Unit. It would bo a mistake, howovor, to 
supposo that tho grcab sizo of tho typical modern firm 
is to bo oxplained only or ohiefly by roferonoo to its 
advantages in the specialization of machinery and 
manual labour. In most trades oonvenienco sets a very 
definite limit to tho growth of tho ISctTvidual producing 


tho size ot tuo j)iani ; ana the typical largo manuiaotur- 
ing unit o£ to-day ia a firm which owns, not a ainglo 
gigantic factory, but a number of factories of consider- 
able but not enormous size, posaibly situated oloso 
together but quite possibly scattered over tho faoo of a 
whole country or indeed of tho whole world. 

To understand how this ooours, wo must pass on to a 
further application of tho prinoiplo of differentiation. 
It is obvious that tho broad advantages of the division 
of labour— -the right employment of special talent and 
the acquisition of speoial skill and rapidity in dealing 
with a limited rango of problems and situations— 
apply at least as foroibly to labour with the mind as to 
labour with the bands. From t op to bottom of modern 
jndustry t^is principlo of tho .specialization of brain 
work finds endless application. Among tho supremo 
hoads of a business — tho partners of a private firm or 
tho directors of a joint-stock company— one may dovolo 
himself mainly to tho teohnioal aspects of a business, 
anothor to its commercial and financial policy. Further 
down in tho scale, the works manager of a modern 
concern, who is responsible for tho actual conduct of 
production in tho works, is an entirely different person, 
differently trained and with a different staff, from tho 
lioad of tho sales department and from the oliief 
accountant. To pass further down again, tho oommoreial 
traveller would find himsolf utterly at sea in tho account- 
ant’s office, or tho foreman of tho foundry in tho pattern 
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in separate and raoro specialized hands. It is no longer 
for him to toll the workman what job to do next— that 
is done by tko Planning and Routing Dopartmonh whoso 
written instructions or living emissaries leave him little 
or no discretion in tho matter. It is no longor for him 
to tell tho workman how tho job should bo done— that 
again is laid down on an instruction card or oommuni- 
oated direct to tho workman by a band of itinerant 
oxports on particular aspeots of tho work to bo performed. 
In some oases of Soiontifio Management, all that is loft 
of tho gonoral all-round foroman is an export in discipline 
— a specialist in tho bullying or soothing of men. 

It is evident that tho elaborate division of brain work 
is a poworful forco operating on tho side of tho largo 
Bym against tho small, and tending to iuoroaso tho 
nvorago Bizo i .of firms. This is vory olenrly scon in trades, 
suoh. as those ongaged in tho working up of ooal-tar 
produots, whoro suocess doponds upon tho efforts of a 
host of narrowly specialized rescarob workors, eaoh 
working on a separate lino of onquiry, but in strict 
co-ordination with one another. “ An army of liigh- 
olass chemists, such as won tho success of tho ohomioal 
works at Ludwigshafon, or thoso at Elbcrfcld, is as muck 
beyond the roach of a man of moderate moans as is tho 
plant needed for making armour plates.” 1 But tho 
samo principle can bo seen at work over the wholo field 
of industry. Tho small employer who has to superviso 
his own workmen, to do his own buying and selling, to 
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staff. To segregate problems of technique from problems 
of finanoo, to deal in largo figures with buyors and sellers 
and transport agencies and banks, to bo freo to shako 
one’s wings and scan wide horizons and harbour deep 
designs — these are mighty weapons in tko oompofcitivo 
struggle, oven though tko actual physical work of produc- 
tion is bcsT earned on in establishments of moderate 
dimensions. It is th e economics of largo-soalo govern- 
ment rather than of largo-soalo technique wfiioh diotato 
the size of the modern business unit. 

Not that ovou hero tho advantages arc all on tho side 
of size. In a largo business many mattors have to bo 
embalmed in routino which in a small one oan bo loft 
to impromptu and intelligent decision. Loss of touch 
with detail is tho price whiob all but tho greatest must 
pay for freedom to concentrate upon broad issues. 
Evou the supremo gift of leadership, tho gift of olioosing 
your subordinates rightly and of trusting them when 
chosen, is nob a oomploto insurance against mishap : 
and those who cannot sco tho trees for the wood may 
sometimes stumble over an ugly root. In some branches 
of business thore is no substitute for tho ubiquitous oyo 
of tho small master, his first-hand acquaintance with 
detail, liis direct touoh with employee and eustomor, 
In agriculture in particular the tido of largo-soalo 
production advanoes but slowly. Somo of tho great 
staple tropioal crops, like tea and tobacoo, arc, it is tmo, 
produced under conditions olosoly analogous to those of 


fruit and vegetables and so forth — under conditions 
resembling those of tlio handicraft or the morehanling 
rather than those of the factory system. It is true that 
the teohnical economics of the division of labour aro less 
pronounced than in manufacture : for a man who could 
only plough or only reap would not be much use on a 
farm. But on tho wholo there is much scope for the 
employment of specialized labour and still moro of 
exponsive and specialized machines, and it is diflicnlUcs 
not of tcchniquo but of control whioh inhibit tlio growth 
of farms. The geographical area ovor whioh oontrol 
must bo oxoroised is so wide, tlio fields whioh compose it 
so diverse in their tomporamont and their needs, the 
crops which it yields so touohy and oxaoting in tlioir 
demands for personal attoniion. Thus as in manufaoturo 
it is tho limit to the coonomies of largo-scalo government 
and not of large-scalo tcchniquo which dictates tho sizo 
of tho produoing unit: but unlilco manufaoturo, agri- 
culture runs its head into the former barrier first. 

Thus tlio battlo between tho largo firm and the small 
is not ono whioh is evor fought to a definifco finish, or 
waged with similar fortune on all parts of tho industrial 
field. But on tho wholo in tlio modem world the raco 
is to tho swift, and tho battlo to tho strong, 


CHAPTER III 


SOME DEVELOPMENTS OE LARGE-SCALE 
INDUSTRY 

“ I wish you wouldn’t squcozo so,” said tho Dormouso. 
“ I can hardly breathe.” 

“ I oftii’t help it,” said Alioo, vory meekly : “ I’m 
growing.” 

Alice's Adventures in Wonderland. 

§ I. The Localization of Industri/. Tho pro oc ding 
chapter has boon devoted to a broad outline of tho 
leading features of tho “ factory system.” In this 
chapter attention will bo drawn to a numbor of mis- 
cellaneous foroes which arc strongly at work in modern 
industry, and which bear in ono way or another on tho 
problem of its structuro and government. 

Tho first of these is tho tendonoy towards differentia- 
tion or division of labour botween different oountrics or 
districts — tho propensity of particular trades to oling 
and breed and cluster in particular localities. Tho 
causes of this so-called “ localization of industry ” arc 
very varied and ofton rather mysterious : but wo may 
distinguish broadly between localization duo to access 
to supplies of raw material, localization duo to 
aeoess to sources of nowor. and localization which. 



(<?) The first of fcheso causes— assess to raw material— 
1ms been on the wholo in tlio last century and a half 
of deoreasing importance. For the immense modern 
developments of transport and communication have 
had a double-edged effect on localization of this kind. 
On the one hand they promoted it, for the produots of 
a localized industry could bo transported great distances 
at a relatively low cost and compete successfully with 
the products of districts less favoured in natural resources. 
On the other hand they told against it, for if the finished 
product. could bo transported ohcnply, so could the raw 
material, bo that nearness to tho latter no longer con- 
stituted an overwhelming advantage. Hence sprang up 
that remarkable stato of affairs in wliioh first England 
and then Wcstorn Europo in general became tho work- 
shop of the whole world. Tho cotton industry, for 
oxample, becamo localized at a diBtanco of thousands of 
miles both from its chief sources of supply and from its 
chief markets. This kind of arrangement 1ms seemed to 
several generations of Europeans so natural that many 
people are only just beginning to realise that it is really 
a very singular and perhaps a vory unstable one. If 
transport is for any reason upset, or if tho oompotition 
of better-situated centres giveB a new prominonco to its 
costs, propinquity to raw material again bcoomea a 
highly desirablo asset to tho manufacturer. It is becom- 
ing a distinct source of anxiety to the British iron and 
steel industry that it should dopoiul bo largely on 


(b) Access to power has been sinco tho Industrial 
Revolution tho most important cause of t]m localization 
of industry. Coal, the chief source of powor, is heavier 
and bulkior than most hinds both of raw material and of 
finished product: and it has become cheaper in most 
crscr to take the raw material to tho coal than to talco 
the coal to the raw material. The genoml result has 
been not so much a localization of particular industries 
in particular spots as a localization of industry in 
general in tho neighbourhood of the great coalfields. It 
is no accident that tho great manufacturing countries of 
tho nineteenth century — Britain, tho United States nml 
Germany — have been tho great coal-raising countries, 
or that similar localization has taken place in each 
country. 

Thero is uo need to develop this familiar faob : it is of 
more interest to consider tho possiblo-eft'coiR on Idealiza- 
tion of the now sources of powor whioh have becopui 
available within tho last twenty years. Oil is, or is 
likely to become, easier and chcapor to conduot in 
pipe-lines and tank steamors than coal in trucks and 
cargo boats. Elcotrioity oan bo generated in bulk in 
central stations, by water as well as by coal power, and 
distributed over largo areas. Two important results are 
likely to follow at no immensely distant date, .First, 
internationally, thero is likely to bo somo tmnsforopee 
of. the centres of manufaoturo to countries such as 
North Italy, Scandinavia and New Zealand, whioh have 


" handicraft system ” (p, 10) : for cheap power will 
become available to the owner of an isolated faotory and 
even (as in the Sheffield outlory trades to-day) to the 
workor in his own homo. 

(o) Localization whioli ocours originally for obsouro 
roasons of olimato or history ofton porpetuates itsolf.by 
reason of other advantages whioli it brings in its train. 
Oboe a trade has bcoomo firmly established in somo 
particular spot, generations of skilled workmen are 
brought up to praotise it from an early ago : firms which 
work up its by-products or make the maohinory whioli 
it needs spring"up in the neighbourhood : its problems 
beoomo the oomraon topic of oonvorsation and saturato 
the atmosphoro. Honoo anyone who desires to entor 
that trade will do bottor to sot up in that dislriot than in 
somo othor whioli is less responsive to his needs and 
where the broozo of interesting information will blow 
more faintly. Localization of this kind shows an 
astonishing persistence in survival : yot onoo again thoro 
are powerful foroes at work loading to undorniiuo it. 
The obstacles to tho transportation not only of machinery 
but of skilful workors are not insuporablo : and know- 
ledge oan bo ooinmunioatod by telegram and~~T?acTo 
journal as well as by word of mouth. Tho traditional 
leadership of many of tho favoured manufacturing 
districts of the world would scorn thereforo to bo some- 
what preoarious. As England in tho laBt Imlf-contury 
has had to sharo her monopoly of manufacturing skill 
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part ultimately rcaorved for the British Isles in tho 
sohemo of the international division of labour will be 
that of a playground and park and museum to oxoroiso 
tho youth and soothe the declining years of tho strenuous 
industrial leaders congregated on either side of tho 
Pacific Ocean. 

Wo aro now ready to enquire what is tho effect of 
localization on tho intornal structure of industry. On 
the whole its mfluenoY would seem to bo on tho side of 
an inoreoso in the size of tho individual firm. Obviously 
if flour-milling is concentrated in a few big ports, tho 
inducements to produce on a large soalo will havo moro 
ohance to operate than if thcro has to be a flour mill in 
eaoh village. If Lanoashiro spins cotton for the entire 
world, there will bo a olmnoo of tho emergence of a much 
larger cotton-spinning unit than if each country spins 
cotton for itself. In other words, width of nmrkot is 
the_ essential condition alike for localization and tot 
the dovolopmcnt of tho largo firm, and in giving riso to 
tho one it may well givo riso to tho other. Further, 
firms which are already localized are moro likely to 
coalesce by fusion into a larger industrial unit. 

But this is not the whole truth. In faot, tho typical 
Lancashire cotton-spinning firm was till recently quite 
small, and is not even now of enormous sizo. While 
localization permits tho riso of largo businesses it also 
poriruts tho survival of small ones : for its advantages — 
propinquity to coal mines and subsidiary industries, tho 


A srnan arm wmou m moiaiioa womu go unuer may 
flui'vivo and prosper as one of a cluster. 

The answer therefore in not entirely simple : but on 
the whole we may say that the local concentration of 
industry lias been bound up with the concentration of_its 
government into a lew powerful hands. And if, as has 
been suggested above, tho ensuing century brings a 
somewhat greater diffusion of industry over tho faco of 
eaoli country and of tho globe, that diffusion may bring 
with it a rather wider distribution of tho reins of 
industrial authority. 

§ 2. Vertical and Lateral Integration in Manufacture. 
Tho next tendency which calls for speoiul notico brings 
us at last into touoh with tho principle of integration — 
tho gathering up into a singlo hand of functions which 
have hithorto been separated and specialized. A modern 
article by tho time it appears on tho market lias a long 
and eventful history :\ like a butterfly it has passed 
through a number of stages of development. ! How far 
arc them suoccssivo stages of production performed by 
independent firms, and how far are they concentrated 
under a singlo control ? When thoy aro concentrated 
under a singlo control, wo may say that integration takes 
place : but wc must remomber that this docs not imply 
any reversal of tho tendency to differentiation among 
machines, manual workers and tho subordinate grades 
of brain workers, which may indeed become more 
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another fiFtlus respect. The tanner who turns hides into 
leather and the bootmaker who turns leather into boots 
uro (in England) distinct persons and show no tendency 
to coalesce. The woollen trade was differentiated very 
early into the successive stages of spinning, weaving, 
fulling and so forth (p. 10) : later the separate processes, 
while performed by different producers, all fell under the 
general control of the clothier or merchant. At the 
present day 1 , in tho “woollen ” or short staple wool 
tvndo tho various processes are more usually performed 
under tho same roof and control, while in the worsted or 
long staple wool trade they arc more usually separated. 
I n the cotton trade the separation of spinning and wcavi ng 
firms, while not universal, is tho general rule : for the 
various kinds of cotton yarn are much more uniform and 
easily standardized products than those of “ woollen ** 
yarn, and the cotton-weaver is more certain of being 
able to satisfy his exact requirements in the open market, 
and has therefore less inducement to spin for himself. 

In_the iron and steel trades spcoial forces are at work 
to strengthen the tendency towards the integration of 
successive processes. First, tho various stages form a 
market for one another to an extent which . finds_.no 
parallel in any other group of trades. While the weaving 
firm needs yarn, the spinning firm docs not need cloth : 
whereas not only do the rolling mills and the machine 
shops need iron and coal, but the iron and coal mines need 
rails and machinery. Secondly, a great waste of heat can 
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to large alternations of activity and slackness of demand, 
and it is tliorcforo peculiarly advantageous lor any firm 
to have securo access to supplies ol raw material when 
times arc good, and a scoured outlet lor at least part 
of its produots when times are bad. Hero is a quotation 
from the speech of a ohairman of a large mixed iron and 
stool company , 1 which will exhibit better than many 
pages of elaborate analysis the molivo and method of 
what wo may oall “ vertioal integration ” in tlicso 
industries. “ We are producers of coals ; wo lmvo got 
modern oollicrics, thoroughly equipped to tako a full 
share in the prosperity which will como about when the 
horrid ooal control finishes. . . . Passing from coal, my 
friend, Mr. Whitwell, is in ohargo of tho next stflgo in tho 
ladder, namely, pig-iron— bar-iron — leading on to steel 
works which wo hope to acquire, and for which wo are 
at present in very close negotiation. Thou wo pass on 
to our shipbuilding yard, whore tho steel will be readily 
absorbed, and I can say this truthfully, that at the 
present moment wo nro suffering in our output ohiofly 
on account of tho lack of raw material. It is very 
essential tlioreforo that wo should scouro our own steel 
works with tho least possible delay. . . . Turning from 
tho shipbuilding yard wo pass on to ship- owning, and in 
carrying on and supporting our ship-owning wo are 
building up a vory largo ooal-oxporting business and a 
timber-importing business. Mr. Whitwoll, at his iron 
works, rcciuires our shins to brine back tho iron- ore to 


in this great aspiration of ours that wo should be self- 
contained, and be able to carry on tlie business in such, 
a way that in cycles of depression and prosperity it will 
givo a constant regular dividend to the shareholders and 
scouro their principal.” 

Jjargo manufacturing firms often integrate the sub- 
sidiary processes which have to be performed, snob as 
tlie making of barrels or packing-oases, as well as the 
working-up of their own waste produota, whether for 
their own consumption or for the market. A Norfolk 
oil company, for instance, reports 1 that it is about to use 
its waste gas to convert its waste shale into cement, and 
to work up the clay in its oilfields into bricks, both for 
its own use and for sale in the neighbourhood. Tho 
possibility of undertaking such subsidiary work gives 
an added advantage to tho large firm in competition 
with'tlie i mall : though developments of thialcfncTmay 
be long delayed by the localization of industry. For if 
a number of firms performing the main process are 
highly localized, a firm specializing on the subsidiary 
process will probably sooner or later establish itself in 
their neighbourhood, since the combined requirements 
of all of them will suffice to maintain it in full employ- 
ment : in this case both the main firms and the sub- 
sidiary firms may remain on a small scale, and yob be 
able to compete with a largo firm performing its own 
subsidiary work. In tlie Chicago racat-paoking trade, 
for instance, tlie utilization of horn and other waste 


considerably stronger than that towards their specialisa- 
tion in the hands of independent producers. 

”~Ib is a short step from the conduct of suoli subsidiary 
operations to a more thoroughgoing typo of integration. 
It will bo remembered that the early crafts split up in 
two different ways, tho wool trndo (for instance) into 
suoocssivo singes, tho metal trade into tho manufacture 
of separate products. And in certain branches of modorn \ 
industry thoro is a strong tendency to gather up under 
a single control not merely the sucoessivo stages of the 
manufacture of a single produot, but tho lwinufuoturo'of 
a vast variety of apparently quito dissimilar things. For 
this “ lateral integration,” as it may bo conveniently 
called bo distinguish it from tho “ vortioal integration ” 
discussed above, thoro aro two ohiof reasons, ope 
oonneoted with teohniquo and tho otlior with marketing. 

Tho ways of chemical change arc so subtle and 
surprising that a single bnsio substunoo like ooal-tar may 
give birth under different treatment to an extrovdinary 
variety of useful objeots ; so that it may be oonvoniont 
for one firm to produce simultaneously soents and medi- 
cines and dye-stuffs and explosives. Again in the 
engineering trades standardization has proceeded so far 
that many of the processes required for producing, let 
us say, mowing machines and bioyolcs and marine 
ongines are identical. And to thcao tcohnioal reasons 
for variety of output a strong rcinforoeinont is added by 
tho desire for insuvanoo against tho failure of demand in 


,§ 3. Integration of Manufacture with Agriculture and 
Transport. It will bo remembered tlmt in tlio iron and 
steel trades vortical integration extends right back 
when possible to tlio extraction ol their primary raw 
products— ooal and iron ore — from tlio oartli. In 
industries whoso raw material is an animal or vegetable 
produot, this tendency to tlio integration of manufacture 
wntli extraction encounters greater difficulties, owing to 
the widor diffusion over the world of the sources of 
supply : but one of tho dominant motives of integration 
— tho .desire to be independent of others in respect of 
raw material — is by no means absent. Tho sumo happy 
state of affairs which in tho nineteenth century favoured 
the international division of labour between Europo and 
tho rest of tho world favoured also tlio oompioto differ- 
entiation of tho European manufacturer and tho oxtra- 
Europeau grower. And tho same foroos which at tho 
present day threaten to undormino an international 
division of labour founded not upon natural advantages 
but upon acquired skill, impel tho manufacturer towards 
efforts to acquire tho oxolusivo control of his sources of V- 
niaterial. At present thoso offorts havo not proceeded 
very far : a Levorhulmo develops his own sources of 



iko Chicago moat-paokors extend their tentacles into 
the ranches of Argentina and New Zealand : but in tko 
main the manufacturer and the grower are still distinct. 
Nevertheless, this tondenoy towards tlio integration not 
merely of tlio successive stages of manufacture, but of 
^ manufacture in gcnoral with agrioultuve in genoval is ono 
which cannot bo ignored. 

There is integration too botween tho cMorcnt methods 
of transport, and botween transport and manufacture. 
If passongers have to perform tlio bulk of their journey 
by rail aud tlio rest by sea or river— -if goods which are 
hauled long distances by rail or canal require final 
delivery by road, there may be a great gain in economy 
and oonvenionco if tlioso agencies aro gathered up undor 
a single control. Honoo wo find railway companies 
v - owning their own horse and motor transport, steam- 
ships and botols. Furtlior, they own their own engineer- 
ing shops, and in England at least manufacture their 
own looomotives to an extent which, in tho opinion of 
the engineering trades, is against tho gcnoral interest, 
bcoauso it militates against tho adoption of a uniform 
pattern of looomotivc and tho consequent economics of 
standardization. But it is not always transport which 
swallows up manufacturing processes— -somotimCB manu- 
facture swallows up tho processes of transport. This 
occurs when tlio instruments of transport required by 
an industry are highly specialized, such as oil pipe-lines 

and tank steamers : or when a whole region is permeated 
r..i i : _ 


tion, between the function of storing and selling goods 
and the function of making them is a subject so compli- 
cated and important as to require a chapter to itself 
(Chap. IV). But wo have seen enough to oonolude that 
the modern drift towards integration aggravates the 
tendency, “inherent in the “ factory system,” for the 
government of industry to bcoomc concentrated in a 
relatively few powerful hands. 

§ 4. Combination. The next development of modern 
industry whiob calls for notice is the tendonoy of firms 
to combine with one another and carry on their business 
in common ; but there is not much whioh need be said 
of it at this point in our story. So far ns the motive and 
result of combination is the achievement of tho coonomics 
of large-scale organization, thero is nothing to add to 
what has been said in Chapter II, § -1 ; for it makes little 
difference whether a big firm is tho result of slow 
growth or of coalition. So far ns combination takes 
tho form of joint control of markets, it will bo dis- 
cussed in Chapter T\ r , § 4 ; so far as it proceeds by 
manipulation of tho meohanism of tho joint-stook com- 
pany, in Chapter VI, § 3 ; so far as it invokes the 
attention of tho State, in Chapter IX, § 1. 

All that needs to bo said hero is that combination,. if 
carried far enough, not only increases tho concentration 
jrf _ industrial power, but Jidda t-o its total volume. A 
oombino or other giant firm whioh ooutrols a propon- 


Of course, uko the smalL producer, it is ultimately at tho 
consumer’s mercy — it can ohooso tho price whioh it will 
charge, or it can choose the quantity which it will sell, 
but it cannot olioosc both : but unlike the small producer 
it knows that its notions will have a deoisivo oftcot upon 
tho market. Sometimes this power is used to oppress 
the consumor, by keeping him less well supplied than ho 
would bo if full competition prevailed. In othov respects 
its use may be hencfioial, for the combine can, if it 
chooses, keep output, or prices, steadier tlum they would 
otherwise bo ; and can pursue a more love) -headed policy 
about extensions oE capital equipment and so forth 
than a number of compoling producers all of whom are 
in tho dark about each other’s actions and intentions, 
lu any case, an industry in whioh combination has been 
carried to extreme lengths (such as the iron and steel 
industry in the United States) is “ governed ” in a sense 
iu which an ordinary industry is not. 



CHAPTER IV 


THE ORGANIZATION OF MARKETING 

“ ' First the fish must bo caught.' 

That is easy : a baby, I think, oould iiavo caught it. 

‘ Next, tho fish must bo bought.’ 

That is easy : a penny, I think, would liavo bought it.” 

Through (ho Looking-glass. 

§ 1. The Functions of the Trader. In thin chapter wo 
have to consider how the labour and risk involved in tho 
organization of industry is distributed between tho 
grower and the manufacturer oil tho one hand, and tho 
various kinds of merchant and dealer on tho other. 

It would of ooiirsc be ridiculous to regard tho differ- 
entiation o£ the dealer in goods from the maker of goods 
as in any sense a peculiarity of modern industry. In 
partioular tho business of foroign trado, with its spcoial 
problems of distanoo, language, curroncy and so forth, 
oamo to be specialized very early into sopamto hands ; 
and wo havo already noted (p. 10) tho dominant position 
of the merchant in the phase of industry whioh preceded 
the factory system. But in the days of tho early 
“ factory kings ” the distinction for a biiuo beoomes 
blurred. In the woollen trade tho merchant si mply adds 
tho now task of faotory direction and control to his old 
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tive forces of society, though with much croaking and 
groaning, into those channels where they will best 
satisfy the requirements of those who have money to 
spend. 

The risks and expense* of the middleman arc evident 
from the nature of his work. He must lock up his 
resources in the form of stocks of goods, and ho must 
take the chance that he has misjudged oithcr the general 
conditions of trade or the demand for the particular 
products in which he has invested. Thus he lifts a heavy 
burden from the farmer or the manufacturer. At the 
same time it must bo noted that the devolution of 
expense and risk from maker to merchant, is by no means 
complete. In the first place there is hardly any manu- 
facturer who is not obliged to keep some stocks of his 
product, whether in a raw or finished state, which he 
has not contracted to sell at. a fixed price, and a decline 
in whoso valuo may therefore oausc him heavy loss : 
nor is ho always disinclined to “ have a flutter ” and 
attempt to supplement his manufacturing profits by 
gains arising out of tho holding of stocks. Secondly, in 
some trades it is tho prnotico for tho manufacturer to 
supply merchants with goods on credit, so that whilo 
the labour of marketing is taken out of his hands, tho 
exponso and part of. the risk roally remain upon his 
shoulders. Thirdly, whilo tho merchant acts as a buffer 
to soften and delay tho impact of fluctuations in demand, 
he cannot always -prevent their ultimately reaching the 


jjj tJioieqiiircmcm.s 01 mujimu: ounmimum. jmu u.yjh-m- 
nnce indicates that this is by no means always the case. 
The merchant, Hire other human beings, is apt to lose 
his head both when things go well and when things go ill. 
Encouraged by a rising demand, he. will flood the manu- 
facturer with orders, and induce him to expand bin 
productive capacity : then at the first sign of relapse lie 
will grow alarmed at the size of his own accumulated 
stocks, and decline utterly to place any fresh orders. 
Tho manufacturer who 1ms surrendered his eyes to the 
merchant is rather in the position of the passenger in an 
aeroplane— relieved of the sense of responsibility for 
immediate decisions, but not of the ultimate risk of being 
deposited on tho ground. 

§ 2. Specialization among Trailers. —Produce Exchanges, 
We have alluded so far to the middleman in somewhat 
general terms : but there is of course a specialization 
among middlemen, tho nature and elaboration of which 
differs considerably in different trades. Broadly speak- 
ing we may distinguish three main types. There is tho 
dealer jn raw materials — wheat or rubber or tin or steel 
produots or builder’s materials— who sells to a producing 
firm : there is the wholesaler of finished goods, who soils 
to a retailer : and there is the retailer, who sells direot to 
the general public. But in some instances specialization 
is carried a good doal farther. Thus tho wholesale 
draper or provision merchant, who keeps a great 
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Further, in some lines of business there has developed 
a class of trader who performs some, but not all, of the 
funotions of the morohant proper. The brokor of 
fruit or other raw produce, by the cxcroisc of his skill 
and judgment, assists the grower to bring his wares to 
the notico of the merchant, and the merchant to obtain 
his exact requirements from tho grower : but ho docs not 
himself become the owner of tho goods that pass through 
his hands, nor undertake their storago in space and their 
carriage through time. And in some of the staple 
products of modern commerce, great organized markota 
have grown up in which exports can shoulder a large part 
of tho risks of dealing without incurring any of tho trouble 
and expense involved in tho handling of the goods at all. 
On the great exchanges of CUioaga and New Orleans and 
Liverpool many pooplo deal in ootton or wheat who 
would have neither tho knowledge nor tho capital to 
undertake its aotual storage and distribution, at any 
rate on the Beale on which they deal in it. The essential 
conditions for this apparently odd arrangement are that 
tho product should bo widely and regularly dealt in, and 
that tho various kinds and qualities should ho capable 
of snob accurate grading and standardization that they 
can bo bought and sold by description. 

It thus becomes possible to promise to buy (lot us say) 
ootton in six months’ time at a price which is fixed now, 
in the expectation of being able, when the time comes, to 
re-sell it immediately at a higher prioo ; or to promise to 


former course ; if you think it is going to become more 
abundant, you pursue the latter. In neither caso need 
you handle the actual ootton at all, and in neither case 
do you need to employ or to risk more oapital than the 
relatively small amount required to giro proof of your 
ability to stand any reasonably likely movement of the 
price against you. And in both oases, supposing that 
you are right in your judgment, you will have rendered 
certain incidental scrviocs to sooioty. By “ buyhng 
futures ” rightly, you help to mako the price of cotton 
rise earlier and more steadily than it would otherwise 
have done, and you thereby issue a warning to consumers 
to eoonomise in their consumption and an invitation 
to produoers to expand their production, and so help to 
avert tho very shortage from which you expoot your 
profit. By “ selling futures ” rightly, you help to lower 
the price of ootton and thus to thrust it forward into 
consumption and disoourago its production, and thereby 
provont the glut whioh you foresaw. Thus oxpert 
speculation .on the produce exchanges helps to make tho 
world safer for the grower, the mill owner and tho man 
in the street. 

But it also removes risk from the mill ownor in a moro 
direct way, which requires a little montal concentration 
to understand. If ho 1ms sold his output for some 
months ahead to a merchant at present prices, ho will 
desire to insure himself against a rise in tho price of tho 
raw ootton which he will shortly need to buy. If, on tho 


sympathy, and lie will find that ho has been converting 
dearly bought cotton into yarn or cloth whioh ho must 
sell cheap. T The fears of these two groups of mill ownors 
can bo matle to cancel ono another if the former buys 
and the latter sells “ futures ” on tho organized market.] 
For the former will then bo certain of obtaining his 
matorial in (say) three months’ time at a price which is 
fixed now, and which is therefore in harmony with the 
price at whioh lie has contracted to deliver his output 
to the merchant. And the latter, if his fears are realized 
and tho price falls, will be ablo to fulfil his contract of 
sale with cotton cheaply bought, and will therefore gain 
on this paper transaction about as muob as he loses on 
the actual cotton which has passed through his mill. 
Tims tho professional dealers on the produce exoliango 
not moroly bear risks which tho manufacturer is uuablo 
or unwilling to bear : thoy,aro_aotually enabled iu some 
degree to destroy risks' altogether, by setting them oil 
ijgamst ono another. And the manufacturer, by conduct- 
ing what is in appearance a gambling transaction, is 
enabled to effect tho very opposite of a gamble, namely, 
an insurance. 

§ 3. Individual Integration of Marketing Processes. 
Speculation on tho produce exchanges raises in an aoute 
form the doubts whioh in tho minds of most ordinary 
people gathor around the whole apparatus of trade and 
commerce. There is no question that its general effect 


the depredations of the more parasite, who makes gains 
out of all proportion to the services which ho renders 
to society. There has existed throughout history a 
suppressed irritation against the mere trader ns a 
barren person, which breaks out at times of excitement 
into orgies of anti-Semitism, statutes against " fore- 
stalled and regraters ” or profiteer hunts : and it is 
difficult to resist the impression that there is n sub- 
stratum of reasonableness in this widespread emotion. 
In 1911, one-sixth of the occupied males in the United 
Kingdom were engaged in one form or other of dealing : 
and the proportion of the price of finished goods, 
amounting sometimes to as much as one-half or two- 
thirds, which represent the services of dealers is often 
very startling. It would seem, indeed, that here is a 
matter in which an economic autocrat might dearly 
improve on the distribution of the nation’s resources 
effected by natural forces, by pushing off into the work 
of actual production a goodly proportion of those who 
make a living by the operations of purchase and re-sale. 
In any case, it is not surprising that in modern 
industry, side by sido with tlio tendenoy to elaborate 
differentiation of the trader, we find at work the. conflict- 
ing tendenoy to eliminate him altogether, ami to 
integrate his .functions with those of othor people. The 
most striking instance of this tendency, the consumers’ 
co-operative movement, presents features so peculiar 
that it will best be considered later in connection with 


ca pitalist industry . 

There aro some trades, suoli as shipbuilding and high- 
class tailoring, wlioro it lias always been the usual 
practico to make to tho special order of a oustomer, 
without the intervention of any merchant. There aro 
others, such as speculative house-building, where the 
business man wlto organizes the work of production may 
himself undertake tho risk of disposing of his product 
to the final consumer. Sometimes one manufacturer 
sells direct to another, as tho Yorkshire woollen 
manufacturers do to the wholesale tailoring tvados. 
But oven in businesses making ordinary machine 
goods for tho gcnoml consumer, there is some tondpnoy 
for large firms to undertake tlieiv own processes 
of marketing. They may (like tho Tmporial Tobaoco 
Company) dispcnso with tho various grades of wholesale 
merchant, and deal direct with tho rotuiler : or they may 
even (like Freeman, Hardy and Willis, boot manufac- 
turers) set up Micirown retail shops. 

There is integration too between the various grades .of 
trader." The wholesaler swallows tho retailer, and wo got 
tho groat “ multiple shop ” company, like Boots’ or tho 
May polo Hairy, with their numorous branches run by 
local managers, scattered all over tho country, and fed 
from central wholesale depots. Sometimes tho trader 
integrates the processes of production, and not tho 
producer tho processes of trade : tho multiple shop 
owns its own factories, or its own tea plantations, like 


performed by a single firm if it is largo enough and 
enterprising enough : but it is more commonly duo to 
the combined notion of aovcrnl firms, and the desire 
to achieve it is the most powerful motive towards the 
formation of at loast some of tho typos of industrial 
combination. Fifty yoars ago, when there wore markets 
for all and it was only a matter of organizing and 
exploiting thorn, tho numerous relatively small manu- 
facturers in each trade woro glad enough to leave that 
specialized work in separato hands. But as the 
advantages of standardization load to tlio growth of 
larger and larger firms, each of them egged on to i no re a so 
its size by tlio expectation of supplying a largo part of tho 
total demand, ficrco oompotilion for markets arises 
botweeu them. Enoli of thorn is no longer satisfied that 
tho ordinary processes of commerce, specialized in the 
hands of wholesalers and retailors, will allot to it what 
it is pleased to regard as its fair share of tho trade ; for 
each o f them is organized to supply ft larger proportion 
of tho nmrkot than is likely to fall to it automatically. 
Hence arises an enormously wastef ul ^expenditure on tho 
competitive pushing of goods by" means of newspaper 
advertisement, travelling salesmen and so forth : hence 
also a growing recognition both of tho aolunl economics 
in advertisement, eto., which could bo cffcoted by a 
combined control of markots, and of tho opportunities 
which it would givo for rogulating and restricting 
production ; and sooner or later an agreement or 


of tho specialized merchant, (i) In tho first, each 
individual producer is loft perfcotly free to duiposeToC 
his’ own "output. Arrangements of this typo arc of 
so voral’ kinds : they may merely involve an agreement 
about tho conditions on whioli goods may bo sold : or 
they may involve what is called an “ honourable under- 
standing ” about tho prices to be oliarged— a form of 
agreement whioli is commoner in all ages and countries 
than is always realized. Or they may take tho much 
moro highly developed form found, for instance, in tho 
English metal bedstead and light castings trades. Hero 
each firm is allotted a certain quota of the. total output, 
but it is not scttlod wlmfc tho total output is to bo. Each 
firm disposes of its output separately, but if it is found 
(o ha vo cxoeodoA its quota for tho month it lias to pay 
a fine, and if it is found to have fallen short of it it is 
allowed to claim compensation. 

(ii) In tho Bcoond main typo of association, there is 
dcliuito interference with the individual firm’s liberty 
of disposing of its output. This may occur in two chief 
ways, aooording to tho character of tho industry in 
question. The first is the pooling of contracts, a pro- 
cedure whioli is perhaps commoner than is often suspected 
in tho building trade : tho separato firm is nob allowed 
to tendor for or aocopt a contract without roferonco to 
tho association, which sometimes settles tho figure at 
which the lender is to bo made, or even in offcot decides 
to which firm ihc contract shall go. The second and 


loen conspicuous in international trade- for instance, 
ho International Bailmakcr’s Association, in which the 
kifcish, French, German, American and Belgian majors 
,'cro each guaranteed their homo market, and the 
xporfc trade divided between them in agreed propor- 
ions. 

(iii) Agreements of this kind easily lead on to the 
liird and most highly developed form of association, 
1 wki ohapfoparuTc concern is organized to take over 
bsolutoly and dispose of the output of Oho associated 
rms. Such an association may bo oonfined to tho 
xport trade, as in the oaso of tho Britisk-Amcrican 
'obacco Company founded in 1902 by tho American and 
Iritish Tobacco Combines to exploit jointly tho trade 
f the world, each of tho oombines being left in possession 
f its own home market. At tho presont day thora is a 
trong tondency in tho United States to dovolop export 
:ado by moans of such collective enterprises. Thus tho 
hiited States Steel Products Company markets abroad 
10 products not only of tho great Steel Corporation but 
i its competitors as well ; and a recont law exempts 
om the scopo of provious anti-trust legislation nssooia- 
ons formed solely for tho purpose of foreign trade. Tho 
lino special intricaoios of foreign trade which led the 
lanufacturor in happier times to slmlllo it off on to tho 
LOi'ohant lead him, as international competition becomes 
loro acute, to attempt to taoldo thorn by combined, 
ition. 


the type of organization known as the Cartel, of which 
the simpler forms confine themselves to the pract : oe of 
one or other of the devices already discussed. Tlio great 
Westphalian Coal Syndicate disposes of the whole 
output of its members, 1 except that part which those 
integrated firms which arc members uso in their own iron 
and steel works. The powerful Stcolworks Union, until 
its dissolution after the Poaoe of Versa illofi, aimed at 
covering all tho successive processes in the steel industry 
cxcopt tho most elaborate of all, and undertook tho 
whole marketing of the simpler products of its members, 
such as blooms and rails, though with regard to their 
more highly finished produots, such as sheets and wheels, 
it had to be content with regulation of output. 

§ 5. The Integration of Marketing and the Size of the 
Btisiness Unit . The syndioato of this kind is in theory 
a Bomowhat dom ooratio form of organization, involving 
a wido diffusion of the powers of industrial government. 
For whereas with unfettered competition or complete 
amalgamation the small firm disappears altogothor, in 
the syndicate each firm, however small and weak, 
reoeives its “ participation,” or allotted quota of tho 
output, and maintains its own separate oxistenoo. In 
practice, howover, things do not always work out this 
way, for the stronger firms are apt sooner or later to buy 
up the participations of the. .weaker. Further, tho 

1 At the timo of writing it is encaged in a deadly struggle with 



sale. For both these reasons there linn been a tendency 
even in Germany for strong amalgamations, typified to 
English imaginations by tlio name of Herr Stinucs, to 
grow up within the walls of fclio Cartol and to dominalo 
its policy. And in two of the strongest groups of 
German industries, the clootrical and ohomical groups, 
the Cartol form has never played a prominonb part : but 
the powerful firms controlling them havo oxeroiacd joint 
control ovor marketing, especially abroad. On tho whole 
thoro oan bo no doubt that the integration of marketing 
increases tlio concentration of industrial power in tho 
hands of a few persons. 

In some of tho minor German industries, howover, tho i 
Cartel movement scorns to havo solved with buoocsb tho 
problem of combining relatively small-scale production 
with security of markots. And tho same may bo said of ' 
another and a world-wide development which, wliilo it 
goes by a different name and is animatod to somo oxtont 
by different motives, bears a strong resemblance to tho 
Cartel movemont — namely, tho praotico of agricultural 
co-operation. It has been pointed out (p. 26) that 
considerations of control require as a rule that 
agriculture should bo conducted on a small soalo, wliilo 
at tho same time such small-scale production provonts 
tho exploitation of economies which arc technically 
possible. This difficulty can bo surmounted if tlio 
several producers, wliilo retaining their indepondonoo in 
their main field of work, unite in order to integrate 


purcuaso 01 [ton instance; seeus ana nuinuro, ana wio 
co-operative liiring of agrioultuval mnohincry. Others 
arc connected with manufacture, and arc obtained by 
the co-operative ownership of creameries or baoou 
factories. But tho most important are oonneolod with 
the disposal of tho product, and aro obtained by tho 
co-oporativo establishment of a storage depot and 
selling agonoy, whether for whoat as in Western Canada, 
or for eggs as in Denmark, or for potatoes ns in Belgium. 
Somotimes such concerted integration is undertaken as 
a counter-move to tho integration praolised by more 
powerful bodies ; thus we find tho German famiors 
undertaking tho co-oporativo purchase of manure to 
esoapo from the domination of tho Phosphate Oartol, and 
tho New Zealand farmers sotting up a control agency for 
tho export of meat to csoapo from tho domination of tho 
Chicago packers. But in any case arrangements of this 
kind tend to keep tho exercise of economic power and 
initiative more widely distributed than it would 
otherwise bo. 


CHAPTER V 


THE CAPITALIZATION OF INDUSTRY 

“ Curiousor and curiouser I ” cried Alico ; “ now I’m 
opening out like tho largest telescope that ever was 1 ” 
Alice’s Adventures in Wonderland. 

§ 1. The Organization of Credit . The next matter which, 
requires our attention is tho sovornneo which sometimes 
occurs between the ownership of tho resources employed 
in industry, and their actual management and manipula- 
tion, and the rival tendency which in this as in other 
quarters is making itself felt towards tho reunion of 
functions which have been thus divided. 

It is by no means necessary that tho porsons controlling 
the policy and management of a business should tliom- 
sclves provide all, or even the greater part, of tho 
resources engaged in it : those resources may bo provided 
from some external source. AYc may conveniently dis- 
tinguish three different kinds of this oxtcrnal provision 
of resources : first, the provision of credit for tho day-to- 
day operations of tho business ; scoondly, tho initial 
advance or guarantee of capital for tho starting of mi 
enterprise, the responsibility for its provision being 
aftonvards sloughed off on to other shoulders ; and 
thirdly, the outright provision of the capital porma- 



banks. Credit may indeed bo given by maker to dc 
.or by dealer to maker : but both are likely to bo in s 
degree dependent on their banks for loans to meet 
constantly recurring expenses of their business, whe 
the payment of wages or the purchase of stocks of go 
This aspect of the work of a bank is in practice incx 
ably 'bound up with the analytically quite dist 
sorvico of the provision of a scourc and econon 
currency. Tlio convenience of this arrangement and 
dangers to which it gives rise have bocn discussed in 
volume on Money in this sories ; it is sufficient for 
present purposo that tlio banks, by making tempo 
advances to farmers, manufacturers and traders, ii 
oxpenscs and assume a certain mcasuro of risk witl 
making thomselves in any way responsible for 
conduot of tlio aotual routine of production 
commerce. 

Thoro is great varioty in the mechanism by which t 
loans are mado, in tlio longth of time for which thoy 
granted, and in tlio security which bankers domain 
their repayment : their common feature, from the p 
of viow of our present analysis, is that thoy 
oontinually being ropaid and continually renewed, 
spboial interest and importance is the dovico by w 
tlio loan sometimes takes the form of tho purohase 
piece of paper, known as a bill of oxoha ngo, oortif 
that tho person to whom tho payment is made lias 
goods to some other person from whom lie has a ligl 


payment of debts between different countries and 
establishing a relation between their monetary systems, 
lloro they interest us chiefly as a piece of mechanism by 
which the grower or tho manufacturer is enabled to 
receive payment for his goods before tho merchant to 
whom he sells them is ready to pay him— by which live 
risks and expenses of trade are partially takcii over by 
persons other than, thoso who aotually conduot its 
operations. They interest us too as a fertilo souroo of 
fresh specializations. For these pieoes of papor need 
Careful handling ; and dealings in them arc largely 
oonccntmted in the hands of specialized firms oallcd 
bill brokers and discount houses, working partly with 
their own resources and partly with resources tempor- 
arily entrusted to them by tho public and tho banks. 
Further, in order to ensure that these bills find a buyer, 
it is sometimes found convenient that a firm more widely 
known and trusted than tho merchant to whom the 
goods liavo actually been sold should mako itself 
responsible for finding tho money at tho duo date ; and 
wo find powerful firms called “ accepting houses.” 
making a comfortable living out of performing this 
service of “ accepting ” bills. But tho banks themselves 
arc also both buyors and ncooptors of bills on a consider- 
able scale. 

§2. The Flotation of Businesses, (ii) Tho provision of 
capital for tho inception of an enterprise, or for a definite 
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extent a function of tlio banks : but in this matter tli 
are wide differences in the practice of the lend 
industrial countries. In England the early capita 
employers of the end of the eighteenth century o\ 
a good deal to the numerous though not always v 
stable private banks which began to grow up about t. 
date ; and in the following century the solid s 
well-managed country banks rendered great service? 
helping the small local producer to meet his ini 
expenses, recovering their advances from him gradui 
as he became able to stand on his own legs. But v 
the growth of tlio scale of business it has become m 
difficult for the banking system to perform this kmc 
work. The initial requirements of a big mnnufflctui 
concern aro too large to render their satisfaction 
suitable or attractive task for a bank whose n: 
preoccupation is the fmanoing of current trade and 
provision of a secure means of making payments 
home and abroad, and which can find safe and luora 4 
employment for its resources in these directions : i 
this remains true even though the size of the bank 
grown pari passu with that of the manufacturing fi 
And ns for the small producer, the very growth in 
size of tlio bank renders it in some ways a less suite 
instrument for dealing with his requirements ; for i 
pretty certain that tlio local manager of a huge jo 
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perhaps more freely than is safe or desirable, for help in 
financing their original outlay or their subsequent oapital 
extensions. But the largor enterprises must look for 
such help, if they require it, in other directions— to one 
of 'the “accepting houses” mentioned above or some 
other powerful firm which, having amassed a fortune out 
of the processes of trade, can afford to undertake such 
work. Sometimes these “ financial houses ” provide the 
requisite resources themselves, more often they only 
promise to provide them in oase they should fail to 
persuade the general public to do so. The various kinds 
of “ underwriter ” and “ issuing houso ” arc persons or 
institutions who guarantee, for a consideration, to find 
the oapital required for a new enterprise, and then make 
use of their namo and connections to transfer tho 
liability for the permanent provision of the capital to 
tho general publio by inducing it to buy shares in tho 
concern : and it is only in tho event of their failing in 
their campaign of persuasion that they are left ns 
pemiauont providers of capital. 

(iii) In Germany and America the provision of tho 
initial requirements even of largo businesses is inoro 
commonly undertaken by the banks. But where this 
practice prevails, tho distinction between the initial and 
the permanent provision of oapital is apt to bccomo 
blurred. When a financial institution, whothor called a 
bank or by somo other namo, provides tho capital for 
the inception of a largo now enterprise, it is likely, even 


, tnuiim mumuw.buimj' muuauy, wicy auliOSo nt 
sarily proceed to take a certain measure of centre 
those affairs. This topic, therefore, can better 
A disousBod when we eomo to consider the reintegrate 
the functions of ownership and control instead of 
\ soveranco between them with which wo arc at pro 
\ concoruod. * * - 

§3. The Joint-Stock Company. Wo may pass 
therefore, to consider the main devioo by which t 
who control the operations of modern industry ob 
llio permanent command of resources greater than i 
can themselves supply. This is the dovicc of tlio 
stock company, an institution the existence of \v 
lias necessarily been taken for granted in a good dci 
tlio preceding discussion, since it, rather than the i 
man business or the private partnership, is now 
predominant form of industrial organization. T 
retioally the joint-stook company docs not involve 
necessary separation of the ownership of resources f 
their control ; and in its earliest applications in Engi 
there was no such separation. The great tvai 
companies of tlio seventeenth and eighteenth ccntv 
wore equal associations of merchants for meeting 
exceptional risks and expenses involved in foreign t 
to such distant and unfamiliar regions as Russia or 
East Indies or Hudson’s Bay. They were thus me 


would be beyond the means of any one of them alone. 

But in its ephemeral extension at the time of tbo 
notorious South Sea Bubble (1720)— in its application to 
canal transport in tbo late eighteenth and to railway 
transport in the mid-nineteenth century, and in its final 
triumph over almost the wholo field of industry, the 
joint-stock company came to involve an entirely now 
development. It camo to in volvo the collection of 
savings from numerous wicloly soattored persona who 
wovo themselves unable or unwilling to maplo productive 
use of them, and their concentration in tho hands of a 
relatively few aotive persons who woro prepared to , 
employ them in the conduct of industry. 

A brief description of tho mechanism of Die joint-stock 
company is necessary’ in order to make its economic 
implications plain. Company law, of oonrsc, varies in 
important details botween different countries, or oven 
(in tho United States) botween different parts of tho 
same country ; but everywhere its outstanding features 
nro tho samo. A. company can TuT formed on - tho 
application to tho proper Governmental authority of 
some quite small number of poisons, who arc thereupon 
entitled to invite the public to provide the company with i ^ 
cftPifal by buying pieces of paper called shares or stock. 

Tho holder of shares becomes a part-owner of tho 
properties acquired in tho name of tho company : but 
lie is at liberty to dispose of his holding whonevor and to 
whomever ho pleases, and in tho event of any tiling going 


that of tho partner in a private business . 1 The conduct 
of the business is entrusted to directors elected by the 
shareholders, the voting rights of the shareholders, both 
for the election of directors and for other purposes, being 
visually in proportion to their capital holdings, though a 
certain elasticity is allowed in this respect. Further, tho 
company is allowed to raise capital from the public by 
inviting it to buy other pieces of paper called bonds or 
debentures. The holder of these bonds or debentures is 
in an entirely different legal position from the holdor of 
shares. lie is a creditor of the company and not a 
part-owner : he is legally entitled to the punctual 
payment of interest at the rate specified on his bond, 
and in some cases, though not in all, to the repayment of 
his capital at a definite date ; and in the event of these 
obligations not being met ho has a right to take 
possession of certain definite pieces of property owned 

1 In England, however, it is necessary to distinguish botwcon tho 
public joint-stock company, which conforms to thoabovodosoriplion, 
and tbo private joint stock company, which is not entitled to appeal 
to tho public for capital, and in which tho shareholder may not dispose 
of his holdings except under specified conditions, which usually involve 
tho consent of tho directors. Many largo and important businesses 
havo adopted this form, whioli corn hi nos some of tho privnoy of tho 
partnership with the pcrnmnonco and some of tho elasticity of tho 
public company. 

Anothor transitional form, long familiar in tho south of Europe and 
now established in England, is tho “limited partnership," wherein 
ono or moro of tho partners enjoys tho samo privilege of limited 
liability aB the shareholder of a company, on tho understanding that 
he takes no part in tho conduot of tho businoss. Hero tho separation 
of ownership from control is theoretically more complete even than in 
the ialnt-stook company. 


a nominal share in the government of the company. In 
return for the privileges conferred on it, the authorities 
of the company incur certain obligations, varying in 
stringency with the legislation in force, with regard to 
tlio preparation of a balance-sheet, the terms of their 
<l prospectus ” or invitation to the public, and other such 
matters, 

§ 4. Economic Features of the Joint-Stock Company. In 
what we may regard for tho present ns the typical joint- 
stock company— such a concern as ono of tho big English 
railway companies— tho system operates to produce 
an almost complete divorce between the control of tho 
business and the ownership of the capital embarked in it. 
Tho direction of general policy is left almost completely 
in the hands of tho Board of Directors, remunerated by 
fee, some of whom may only give a small portion of their 
time and attention to the affairs of the company, while 
others — in England tho Chairman and one or two more 
bearing tho title of Managing Director, in America tho 
President— arc expected to devote to its sorvico a largo 
part or even the whole of their business energies. Tho 
detailed operation of the company is in tho hands, under 
the directors, of a salaried general manager, beneath 
whom works a hierarchy of salaried officials. It is true 
that tho shareholders have tho right to attend meetings 
and to vote upon proposals put before them by the 
directors, and on occasions they may take more or less 


Romo companies tnero arc ono or two eccentrics who 
he relied upon to out up rusty at general meetings ; 
complain that they have been betrayed ; in many tl 
are shareholders o{ business experience who talc 
serious interest in the company’s a flairs, and exov 
some sort of check, even if only of a latent and nega - 
kind, on the actions of tho directors. But in tho n 
tho positive government of tho company is left in 
hands of tho dircotors and under them of its sala 
staff. 

Two or threo influences which help to incrcaso 
concentration of powor in tho hands of directors 
worth particular notico. First, tho prevalence of 
joint-stock system has brought investment to a fine t 
i t is tho aim of the investor to distribute his risks wid 
scTas 11 hot' To have all his eggs in one baskof.”' 
oonsequonoe, not merely is overy considerable oomp 
owned by a number of different persons, but or 
considerable investor is part-owner o r a numbci 
different companies ; and" it is~out of tho question 1 
ho should givo any great measure of thought 
attention to thorn all. Seoondly, in many busine 
seoreoy.is still, or is still thought to be, an imporl 
factor in success ; and when tho business is a comp 
it beoomes necessary that sccrols should bo kept f 
those who own them, sinoe otherwise, by tho puroliae 
a small sliaro, a momber of a rival business Gould ca 
gain access to them. Thirdly, if tho directors are gi 


yet been generally grasped — the division o£ function 
botwcon those who take decisions about saving and I 
those who imdorgo tlic abstontion from preyent enjoy- 
ment which saving involves. 

The main economic) merits and defects of the joiut- 
stook company as compared with the private firm aro 
fairly obvious. On tlio one hand, by conoontratiug the 
savings of many in the hands of a fow, it makes it ca3y 
to reap the advantages of large-scale organization to 
an oxtont wliioh without it would have been quite 
impossible. Further, tko joint-stock company does not 
die : thus, not merely are tho tiresome logal rearrange- 
ments involved by tho death or retirement of a partner 
in a private business avoided, but there is a much bettor 
ohanoo that tho energy and vitality of tho whole conoern 
will survive that of any individual member of it, howovov 
prominont. Finally, by offering an honourable and 
suoocssful career as a salaried ofifioial to persona without 
capital or oonneotions of their own, the joint-stock 
company mobilises in the sorvico of industry much 
business ability which might otherwise liavo remained 
undiscovered or undeveloped. 

On the other hand, thoro is reason to think that 
a company, especially as it advances in ago, tends to 
bccomo less elastic, less adaptable, less strenuous than 
a private business. It is apt to suffer in an acute form 
from the defect of all large organizations, that many 
things have to bo done in accordance with a stereo typed 
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to the unfettered decision of the moment. That 
system should be workable at all is ovideuoe of a 
great advance in the standards of business integv 
tho deliberate deception and plunder of shareholder! 
become rare, and, whatever may be said of somo o; 
more ornamental membors of Boards of Directors, 
whole-time oflioials of a typical company do appea 
tho whole to administer its affairs with about as u 
thought and zeal ns though they wore the solo owne 
tho concern. But tho very faot that they are in 
position of trustees lor others, and take that pos 
seriously, has its disadvantages. A trus tee j_s bo up 
abstain from taking risks with other people's mj 
wliioli he would toko with his own, and there is a da 
therefore of the policy of a company becoming 
enterprising and moro stagnant tlum tlmt of a pri 
business with regard to suoli matters as tho ad optic 
new technical methods and the organization of 
markets. Aud thcro is said also to be a contrary da 
that a largo company will pursue in somo direction* 
ambitious a policy, for that out of vanity or dosir< 
promotion its officials will press for the iutegratio 
subsidiary processes which would better bo left in 
hands of soparatc firms. 

§ 5. The Machinery of Investment, — Slock Exchai 
Tho growth of tho joint-stock company of tho 


for himself. The machinery of joint-stock docs at least 
provide an avenue by which the saver of a few pounds 
can, if ho ohooses, acquire rights of ownership over the 
most complicated and expensive instruments of produc- 
tion. And this avenue is made broader by the existence 
of three deviocs whioh can conveniently be considered 
together — tho limitation of liability, tho grading of 
industrial securities, and the emergence of organized 
markets on which these securities oan bo bought and 
sold. 

Tho man who ventures his capital in business for 
himself is obliged to assumo four separate risks— tho 
risk of losing it altogether, the risk that the income it 
yields him will bo a fluctuating one, the risk that 
ho will not bo able to lay hands on it if at any 
momont he wants to use it in some other way, and 
finally tho risk that if anything goes wrong he may bo 
oallcd upon to throw good money after bad. Undor tho 
joint-stock system this lust risk is entirely eliminated by 
tho prinoiplo of limited liability ; as has already been 
stated, the shareholder who has paid for his share has no 
further liability for the debts of tho company . 1 Tho two 
first risks can be whittled away to almost any extent that 
tho investor chooses. Wo have already noticed the 

1 fcfomo shares m o “ not fully paid-up,” i.u. Lho original holder 1ms 
only boon oallod on to pay a sum loss tlian thoir full price, one! lie or 
uuy subsoquont lioldor ie thoroforo liftblo to jury up tho difforouco if 
i-oquircd ; but this liability in quite definite and limilcd in amount. 
Tho legislation of 1855-01, establishing tho prinoiplo of limited 
liability, was the prelude to an immense expansion of ioinl-sU/tk 



that, of the shareholder who has not. But the shares of 
a company themselves arc usually graded, the broad 
distinction being between “ preference ” shares, which 
carry a right, if the magnitude of the profits permits, to 
be accorded a certain fixed rate of dividend before the 
other shares get anything at all, and the other or 
ft ordinary ” shares, which take what is left after all 
expenses have been met, debenture int orest and prefer- 
ence dividends paid, and the advice of directors with 
regard to the accumulation of reserves adopted. Thus 
the investor is enabled within limits to shoulder as much 
of asTittle of the uncertainty of business as ho chooses : 
within limits, because it would bo a perilous mistake to 
assume that all debentures are absolutely safe invest- 
ments, and because the important risks of loss arising 
out of changes in the purchasing power of money rest 
most heavily on those who have contracted to receive a 
fixed money interest. 

The third risk — the risk of being unable to diseutanglo 
one’s capital from the meshes of industry if ono requires 
it suddenly to finance an operation for appendicitis or 
some other exceptional item of expenditure— is obviated 
by the existence of an organized stock exchange, whero 
the securities of all the leading companies can be freely 
dealt in. The specialized dealer in stocks 1 does not 
perform such direct and obvious services in the causo of 

1 In England wo have to distinguish further between tho “ broker," 
who doals on behalf of tho outside public, and tho “ dealer ’’ or 
ii n _l. j i l 


modity of which tho world will presently find itself short : 
if the shares of a company never changed hands for 
twenty years, nobody would bo tempted to eat them 
or make thorn into clothes. Nor is thoro any question 
of onabling manufacturers to got rid of tlioir risks by 
doaling in tho speculative market. Nevertheless tho 
professional dealings in shares do smooth tho path of 
industry in certain definite wayB. First, Uko tho dealings 
in produoo, they gi vo s omo indication of the lines whioh 
production ought to follow. II there is a boom in 
oil shares, there is a presumption that society needs 
more oil-wells sunk, and that there is n living to bo made 
by anyone who will sink them : though of courso this 
presumption is often not so well founded as it appears to 
be, owing to the wild and irresponsible nature of much 
of tho dealing in this class of share. 

Secondly, whioh is tho point that oonoorns us more 
immediately, the maohinory of tho stock oxohango 
affords tho investor a reasonable expectation of being 
able to got rid of his securities quickly and without heavy 
loss if he wants to, and thereby encourages many people 
to invest who would otherwise bo unwilling to do so. 
And by affording similar facilities to the banks, tho 
stock oxohango indircotly benefits industry ; for if they 
aro to porform thoir sorvioes to industry offioiently, the 
banks must keep part of their resources in an easily 
realizable form ; and tlio purohaso of easily aaloablo 
seourities, and still more tho loan of resources for very 


rnimuy, mo a wok cxonango jioips to remove irom wio 
genuine investor sonic of tho risks of loss and o£ wildly 
fluctuating returns. A now industrial stock is probably 
bought and sold ohiolly by the professional dealors ; but 
after tlioy have tossed and bandied it about among 
thcmsolvcs for a timo, tlio gonoral public oomes in : and 
it is only bocauso tlio professional dealers liavo subjected 
tho stock to this shaking and sifting process, and liavo 
arrived at somo provisional conclusion about its earning 
power, that tlio gonoral publio feels justified in ooming 
in. Thus the dealors share with tho financial houses and 
underwriters tho funotion of tlio initial provision of 
oapital for industry, and at tho same timo their opera- 
tions givo the publio confulonco in assuming responsi- 
bility for tho ; permanent provision of capital. 

Thus, by ono device and another, tlio sorvioo of 
providing oapital is partially divorced from tho sorvioo 
of bearing tho uncertainties of business : and this 
partial divoroo is a great feather in the cap of tho 
prinoiplo of differentiation, for it tempts into the service 
of industry a far greater volume of resources than would 
ovor find their way thither if overy invostor had to tako 
unlimited risks. 



CHAPTER VI 


FINANCE AND INDUSTRY 

“ And that’s tlio way ” (ho gave a wink) 

“ By which I got my wealth.” 

Through the Looking-glass. 

§ 1. The Specialization of Industrial Initiative . Tlio 
provalouoo of tho joint-stock company leads to tlio 
emergence of yet one moro class of specialist which merits 
our attention. Just as wo have distinguished between 
tho initial and tho pormanont provision of capital for a 
business, so wo may distinguish between tho initial 
display of onorgy and rosouroo and organizing powor 
ncoossary to sot a business on its logs and tho detailed 
oontrol of its polioy and management in tho years that 
follow. In tho days of tho ono-man business or tho 
privato partnership theso funotions woro oombined in 
tlio hands of tho “ oapta'm of industry ” : bub in tlio 
joiut-stook ora tho first is frequently specialized off into 
tho hands of tho individual known as tho company 
promotor. Tho gifts needed for managing successfully 
a going oouoorn are not precisely tlio samo as those 
needed for descrying tlio directions in wliioh now applica- 
tions or now combinations "of capital, labour and enter- 
prise arc required, for overcoming preliminary difficulties 
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ones, and to lend a receptive but critical car to the 
hawkers of new inventions : and having made up hia 
mind to jump, to seouro financial support for his venture 
immediately from tho underwriters and ultimately from 
tko gonoral publio, and to effect the combination of 
productive resources necessary for tho success of his 
task. Somotimes his sohcino involves not tho foundation 
of a brand-new business, but an amalgamation of 
already existing businesses in tho same trade, or a 
working alliance between businesses in different trades ; 
and in that event much of his time and skill will bo 
spent in the galvanization of slcopy or recalcitrant firms, 
tho composition of mutual jealousies and tho valuation 
of existing properties. 

Tho term com pany promoter, like speculative dealer, 
has an ill sound : and there havo been many foolish and 
fraudulent promotions, the memory of which dies, and 
should die, hard. But to anyone who lias grasped tho 
central problem of modern industry— the right distribu- 
tion of resources between the different occupations 
clamouring for their use — it will bo evident that tho 
company promoter is seated very near tho heart of 
things. Tho “ invisible hand ” which is supposed to 
guido tho productive forces of sooicty into thoso ohannola 
whoro they will contribute most effectively to the satis- 
faction of wants may almost bo said to reocivo in him 
a visible embodiment. “ There aro few who do moro to 
moron, so the ofYiemnnv of labour in nven.timr mnf.nvinl 
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Thu company promoter as described abovo works 
mainly with resources entrusted to him by other pcoplo, 
and not wills his own : and while he may receive hie 
payment largoly in the form of shares in the company 
which ho brings to birth, ho does not aim at acquiring 
a permanent share in its control. Such a relatively dull 
life makes no appeal to him ; and once his baby is out of 
its swaddling clothes, he is off to seek new worlds to 
conquer. But that is not tho way things always happen. 
If the promoter is not dependent on tho underwriters, 
but is working with his own resources, lie bcoomca a 
person to whom the often vaguely used term “ financier ” 
can bo properly applied, and his connection with the 
companies which ho originates is likely 1o ho more 
intimate and enduring. And this brings us to tho 
threshold of a now and complicated subject— the re- 
integration which occurs, perhaps to an increasing 
oxtont, in tho modern world, between the powers of 
industry proper and the powers of finance. 

§ 2. The Oligarchic Joint-Slack Company. Tho upright 
and energetic conduct by its directors of tho affairs even 
of such a joint-stock company as that described in tho 
Inst chapter is not quite such a miracle of disinterested- 
ness ns might at first appear : for tho directors are 
probably not merely paid officials, but themselves 
substantial shareholders. And in many eases while a 
company differs in legal form from a private business 


advantages of immortality and limitod liability, 1 
previous proprietors becoming directors and tlio aoti 
oonduot of tlio business remaining pmotically unchang 
Somotimes a private firm luis reached a stage of grov 
at which it oan usefully employ a great deal of outs : 
capital, which it obtains by becoming a company a 
issuing to the publio debentures or preference filial 
wliilo tlio original owners retain tlio majority of : 
ordinary shares in their own hands, thereby reserving 
themselves tho main prospeots of exceptional gains a 
tlio greater part of tho voting rights. This is tho mctl 
pursued, for instance, in such largo English businesses 
Lover Brothors and Solfridgo’s. 

Somotimes, again, a group of men already rich 1 
bought up in tho opon market enough shares of 
already existing company to sccuro a predomini 
interest in its success and an unquestioned control of 
management. Somotimes tlio promoter or promot 
of a new enterprise have thomsclvcs aoquired a bloot 
shares so largo as to givo them, if they choose to oxen 
it, a controlling voice in its affairs. This method is 0 ] 
to grave abuse ; for if they have not bought tho slid 
for oash, but havo received thorn in payment for tl 
sorviccs, tlio shares may bo what is called “ watc 
representing no real pliysioal property at all. In si 
a oaso tho initial organizers of n business have becc 
its owners by the simple process of furnishing thcmsel 
with paper olaims on its hypothetical future earn 


it is both owned and managed democratically. In the 
seoond slago it is managed by paid officials on behalf of 
scattered and independent shareholders : it is owned 
democratically and managed oligarchically. In tlio 
third stage tlio shares are largely in tlio bands oE an 
inner ring who control the management and policy : the 
company is both owned and managed oligarohioally. 
And in so far as any existing company approximates to 
this typo, it becomes perilous and misleading to draw 
inferences about the disinterestedness of lmman nature 
from tlio faob that it is managed with energy and 
initiativo : for those who control it arc playing for tlio 
most part with tlioir own cards and for their own hand. 

§ 3. The Financial Machinery of Combination. But it 
iB not merely tho ownership of a single company which 
can thus bo concentrated in the hands of a small group. 
Tho joint-stook system is fertile also in resources for 
scouring a more or less complete identity of tho owner- 
ship and control of what nominally and in tlio oyes of 
tho law are separate companies. The tendency towards 
combination, dismissed in Chapter III, § 4 , docs not 
always operate through tho complete fusion of sovcral 
independent enterprises into one great concern. Apart 
from those associations for purposes of sale only, which 
have been already dismissed (Chapter IV, §4), it operates 
also through a surprising variety of expedients for secur- 
ing a community of interests and policy between them. 


financial fancy dress besides the simplo costume of the 
single giant, company. Tlio first is the “ Trust,” properly 
so called. Under this form, which is now obsolcto, tlio 
shareholders of tho separate companies nmdo over all 
fchoir Btook to a number of trustees, who received powor 
of attorney to deal with it as they thought fit, ami who 
issued instead of it trust certificates, carrying a claim to 
tho payment of dividends, to tho original shareholders. 
Thus both tho nominal ownership and tho effective 
oontrol of tho separate companies passed into tlio hands 
of tho small group of powerful trustees. This was tho 
form adopted by the great combines in tho oil and sugar 
and whisky trades when they first appeared in tho early 
’eighties. 

Tho second form is tho “ holding oompany an 
arrangement under whioli tho whole or a majority of tho 
Btook of the oxiftting companies is taken over by and 
hold in tho namo of a now separate company, which 
may or may not also dircotly aoquirc properties of its 
own, and whoso shares arc distributed among the 
shareholders of tlio original companies. This was tho 
form adopted by tho Standard Oil Combine for twelve 
years of its ovontful lifo : but its most prominent 
instance is tho great United States Steel Corporation, 
founded in 1901 to acquire practically the wliolo stock 
of eleven powerful companies, thomselves in many cases 
tho rosult of previous amalgamation, as well as a 
substantial interest in other companies, and a number 


of interests. The companies remain completely separate, 
but a small group, by tlio pmctico of “ interlocking 
clircotoratea ” (the acquisition of scats for the same 
persons on tlio various boards of directors), by the 
ownership of a majority of stock in every company, or 
by both methods, retains effective control of all of them, 
and works them in harmony. It was in this disguise 
that tlio Standard Oil Combine took refuge after the 
Trust proper was declared illegal in 1892, and again 
after the holding company was dissolved in 1911 : in 
tlio latter oaso thirty-eight separate companies were 
formed, which were forbidden to have common officers 
or directors, but which seem, nevertheless, to be largely 
owned and inspired by the same pcoplo. 

In England tlio Trust proper and the holding company 
proper have not made their uppeamneo. The giant 
fusion and tlio management by community of interests 
are by no moans unknown, and they are sometimes 
found togethor, as in the sowing cotton and oemont 
trades, in each of which thero arc two powerful firms, 
whioli botween them control most of tho trade, and 
which work in close oo-oporation. But the commonest 
process in England has been the buying up of a number 
of small companies by a large one, or tho union of two 
or moro companies of nearly equal strength : in either 
oaso tho shareholders of the weaker companies receive 
stock of tlio dominant oompany in exchange for their 
shares, which pass into the possession of tho dominant 


acquires indiroct control. This is tho method by wli 
combination lias proceeded in the iron and steel 
dusfcry, in tlio soap and allied trades, and among 
great retail shops of London. 

Tho differences in the forms adopted by oombinafc 
have often been dictated merely by a desire to ovado 
attentions of tho law : but they do also involve gonu 
if limited differences in economic method. Un 
a lidding company, for instance, whether of tho Engl 
or American type, there is likely to bo a greater dccont: 
ization of industrial power than under a system 
complete fusion : tho directors and managers of 
several companion aro likely to bo allowed rat 
greater freedom and initiative than tho branoh mauag 
of a singlo huge business. Moreover, it docs not nc< 
saviiy follow that in ovory oaso in which a oombinat 
dominates a trade, a fow individuals oomplel 
dominate tho combination : tho shares of Homo of 
big combines arc very widoly hold, and their managem 
no more, if no less, autocratic than that of an ordin 
joint-stock company. But on tho wliolo it is truo t 
tho great combinations, whatovor thoir legal form, In 
owed their origin to small groups of exceptional n 
who have derived from them riches as well as pow 
and that tho new ramifications of tho joint-stook sysl 
have tended to aonoontrato tho government of Indus 
into tho hands of men who have the most diroot finan 
inducements to conduct it with energy and detormi 


mto, tho banks and the financial houses have not been 
oontent with what wo may onll their English functions 
ot providing current credit to going concerns, and sotting 
now ventures on their legs. Tho powerful groups 
controlling them have used their rcsourocs to aoquiro 
permanent ownership over a largo field of industry, and, 
as has been already pointed out, snob permanent rights 
of ownership almost inevitably involve a certain measuro 
of permanent control. Tn America this proocss lias been 
somewhat spasmodic and spootaoulnr, manifesting itself 
through tho operations of tho ordinary banks, of tho great 
financial houses like J. P. Morgan, and of tho various 
kinds of trust and insti ranee and investment oompany 
which in one way and another collcot the savings of tho 
pnblio and invest them in industrial enterprise. A few 
years ago it appeared that very largo tracts of transport, 
mining and industrial ontorpriso woro passing rapidly 
under tho oontrol of a few groups of financiers ; and 
though this development seems to have been temporarily 
oheoked by tho drnstio roform of the banking system 
and by stringent legislation against “ interlocking 
directorates,” it is impossible to feel certain that it has 
been permanently arrested. 

In Germany tho integration between fmanco and 
industry has been move systematic and thorough, tho 
fivo great groups of banks having deliboratoly devoted 
tho main part of their resources to the development and 
penetration of German industry. “ Berlin high finance,” 


on the di recto rates of three hundred and fifty lai 
industrial companies. In England, as already oxplainc 
the banking system has been too mu oh preoeoupi 
with other matters to attempt seriously to shoulder t 
risks and responsibilities of industry : but in rcoc 
years special financial institutions, such as the Briti 
Trade Corporation, have been founded with this obj< 
among others in view, and private groups of finance 
have made irruptions, not always with tho liappii 
results, into oven such conservative strongholds as t 
cotton trade of Lancashire. 

When industry and finance become intorwovon, it 
not always easy to bo certain which dominates whi< 
Sometimes the industrialist scorns to bo in control : til 
the Standard Oil Combine in America and tho two gio 
electrical companies in Germany have owned their o’ 
banks. 2 But as a rule the last word seems to be w 
the financier, and Iub growing power over indusi 
raises difficult issues. Its evil side is sufficiently obvio' 
No man can master all trades : even Mr. Pierpe 
Morgan failed as a shipowner, and Mr. Solly Joel is r 
likely to feel so much at homo in a ootton factory as 
a race-course.. Tho skill and experience of the specials 
business Icador whoso wholo life 1ms been do voted to t 
study of the problems of a particular trade is not 

1 Marshall, Industry mid Trade, p. 343. 

2 Time also in Germany and olsowlierc groups of small agricult 
allots and industrialists liavo united to provide themselves with tl 


Hated to the temporary enrichment of an alien group to 
whom it ia only one of many irons in a largo and soino- 
whut uproarious Are. 

On the other hand, the fmanoicr is in many ways bettor 
situated than the specialized industrialist for taking a 
wide and detached view. If ho is less well qualified to 
handlo the secondary problems of industrial government 
— the actual oonduct of the several branches of industry 
— ho is in a position suoh as no man has yet bcon for 
grappling intelligently with its primary problem, so long 
loft to tbo precarious and intermittent pressure of the 
“ invisible hand ” — the problem of the right direction 
of the Aow of productive resources into tho several 
channels demanding their use. Like tho humbler and 
blinder business man who ploughs a singlo furrow, “ it 
is his own advantage indeed and not that of tho society 
which lie has in view,” and tho combination of special 
knowlodgo and groat wealth lead to a formidable 
concentration of power in his hands which may bo used 
unscrupulously and is certain to bo used for his further 
advancement. But he 1ms at least the chanoo of thinking 
magnificently ; and it seems probable that on tho whole 
socioby may bo at least as much enriched by bis efieobivo 
foresight as it is impoverished by his rapacity. 


CHAPTER VII 


A SURVEY OF CAPITALISM 

“ ’Tis so," said tlioDuohcaa ; “ and tho moral o£ it is ‘ ( 
’tie lovo, 'tis love, that makes tho world go round 1 1 ” 

“ Somobody said,” whiaporod Alico, “ that it’s dono 
everybody minding their own business ! ” 

“Ah, woll I It means muoli tho samo tiling,” said 
Duchess. 

Alice’s Adventures in Wonderland 

§ 1. The Un-co-ordinatcd Nature of Capitalism. All 
developments of businesH organization whioh havo b< 
discussed iu tho last fivo oliapfcorB, with tho possi 
oxoeption of somo of tho types labollod Oo-oporat 
(pp, OD, 82 ), fall within tho boundaries of what may 
somowhftt vaguely desoribed ns Privato Entorpviso 
Capitalism. Wo may thoroforo oonvoniontly pauso 
this point, and attempt to discovor and to express w 
cxaotly it is that constitutes tho unity in alljdiis divon 
of indus trial Btruoturo — what aro tho cssontial feati 
of this thing called Oapitalism : for by so doing wo si 
bo in a hotter position botli to understand tho moti 
of tho attempts and proposals whioh havo boon ninth 
supplement or supplant it by somo other sohemo 
industrial govorumont, and to appraiao tho diflioul 
which lio in tho way. 


Gurrout operation ib is under no central oontrol, it needs 
no central survey. Over tbo whole rango of human 
aotivity and human need, supply is adjusted to domand, 
and production to consumption, by a process that is 
automatic, elaatio and responsive. . . . This intricate 
system has been built and is maintained by the work of 
thousands of men, of keen but limited vision, caoh 
working within his own special sphere, each normally 
seeing and knowing only his own and tiro immediately 
adjacent territory. . . . Sinco the rudo shook of war 
broko this maohino tlio world has boon looking for the 
Btipormon who made it and controlled it, for those wlro 
undorstood it both in its basic principles and its infinite 
detail, and could therefore re-fashion and re-model it to 
tho now conditions. It has not found them. They do 
not oxist.” 1 

Hero and tliorc, it is true, wo lnivo found islands of 
oonsoious power in this oocan of unoorxaoious oo-opora- 
tion, like lumps of butter coagulating in a pail of butter- * 
milk. Tho factory system itself, while it involves 
endless specialization of tho work of ordinary men, 
involves also deliberate co-ordination of their diverse 
activities by tho capitalist employer ; and the head of a 
singlo big business to-day exorcises a width and intensity 
of industrial rule whioh a Tudor monarch might have 
sighed for in vain. Further, as wo havo seen, combina- 
tion, tlio integration of raw materials and marketing 
processes, tho financial penetration of industry, all in 


miomgencc. nui oven wieso paioncs aro hlui mnuu a 
scattered in comparison with the whole hold of coouon 
life. In tlio main tho co-ordination of the efforts of t 
isolated businesti leaders is left to the play of impalpal 
forces— nows and knowledge and habit and faith, a 
thoso twin olomontals, tho Laws of Supply and JJonmi 
This way of doing things 1ms many advantages. “ 
is tho distinctive feature and signal merit oTtluit systi 
tlmt under it the multitudinous cconomio activities 
the world are, so to speak, democratized. Tlioy gov( 
themselves with all tho liberty and elasticity a 
variety of froedom.” 1 A limgmjloont scopo is ofl'oi 
to individual judgmont and initiative and coma 
Vested interests aro hurled nsido out of the path 
econoniio progress. Within tho wido limits allowed 
the law, and tho stricter bounds sot by social opportuni 
eaoli man is at liberty to spend both his lifo and 
income as ho chooses. Even in bad times tho v; 
majority of tho productive resources of sooioty, lx 
human and material, are being utilized, and tho faith 
which they havo been launched into various ohannols 
endeavour is found to havo been not misplaoed. A 
on tho wholo tho wants of consumers, so far as lh 
wants oan bo expressed in tho offor of a monoy price, 
punctually and fairly abundantly supplied. When 
roflect on the apparont ohaos of tlio wholo prooeedi 
the wonder surely is, as Dr. Johnson hinted in compar 
tho woman who writes books with tho dog wliioh fvtai 


that the results are wholly satisfactory. Wants which 
cannot clothe themselves in monoy arc left undetected 
and unsatisfied, and tho luxurious fancies of tho rich , 
oxci't a stronger pull on tho productive rcsouroes of tho 
community than tho stark needs of tho poor. Tho maw 
of Marketing, with its handmaiden. Advertisement, 
absorbs a proportion of those resources wbioh may 
indeed bo nooessary to tho ofi'eotivo working of tho wholo 
arrangement, but wbioh could scarcely strike an un- 
prejudiced observer as anything but wasteful and 
oxQessivc. Worst of all, there occurs at fairly oloso and 
rogtilar intervals a partial, breakdown of tho whole 
machinery of spontaneous oo-ordination ; largo masses 
of industrial equipment nro lolt stranded and unused, 
and largo numbers of workpeople who scok only tho 
opportunity to supply ono another's wants find them- 
solves at ono and the same time in onforoed idleness and 
in bitter need. 

Tho chaos, partly apparent and partly real, of capital- 
istic industry suggests many reflections, of whiok two 
may bo singled oub for out present purpose, the ouo 
bearing a messago of hope, the other of warning, to tho 
would-be reformer. Tho first is that amid all the welter 
of disconnected industrial entities it would be strango 
if tkoro woro not room for further diversity and experi- 
ment. To spoak of “ abolishing the present industrial 
system” may daikon counsel, since strictly speaking 
thoro is no system to bo abolished. Modern industry is 


heresy ; and, as wo shall seo later on, a number ol 
experimental forms of industrial enterprise can and do 
try their luck side by side with the survivors of the 
handicraft aud merchauting systems, with the small 
employer and tlio giant company. From the faot that 
sudden and sweeping oliangc has failed in somo countries 
and docs not seem to bo within tlio rango of practical 
politics in others, it does not necessarily follow that tlio 
last word iu industrial government bos boon said by the 
financier or tlio Trust. 

But secondly, if thcro is no system to bo abolished 
there is also no throne to bo captured. To transfer power 
from thoso who have it to those who havo not may bo a 
wise or unwise proceeding, but it is at any rate a dcfiuito 
and mensurable programme which oun bo accomplished 
if the strength of tlio attacking foroo is great ouough. 
But tlio task of tlio reformer of industry is not so simple 
as that. That great concentrations of industrial power 
do oxiat tlio foregoing chapters Jiavo abundantly shown ; 
and that this power should and oonld bo more equally 
shared is a vory tonablo proposition. But if wo could 
redistribute in the best pOBsiblo way all the powor over 
industry that oxists at present, tlio moo of men that wo 
should create would still bo a feeble folk, doing inade- 
quate battle against uncontrolled and largoly un- 
oomprohended forcos. The control of industry, in tlio 
fullest sense of the words, requires not so much to bo 
wrested from a band of supermen who are keeping it in 


uuwnro icsi. m pursuing unis ciuncuib goal no ovoriooic 
the achievements and impair prematuroly the operation 
ol that delicate mechanism ol price and profit, faith and w 
expectation, which is at present our only substitute — 
imperfect makeshift though it be — for tho routine orders 
and operation orders of a singlo all-dircotiug intelligence. 

§ 2. The Association of Control with Risk. Tho next 
leading characteristic of Capitalism can bo put pro- 
visionally in tho form of the proposition tliatfwhere the V 
risk lies, there tho control lies al«o|-~a proposition so 
important that it may almost ho described as Copitairsm’s 
Golde n Rule. Tho assumptions underlying the arrange- 
ment seem to bo two, and though tlioy nro closely related 
it is important in somo ooimectionsto kcoptlicm separate. 
Tho first is that tho power ofpnnking ^dcoisiona will bo 
most wisely oxoroised if it rests in the hands of tlioso who 
stand to loso most heavily if tho decision turns out badly. 

' Tho second, which follows psychologically from tho first, 
is blurt the risks o_f industry will bo most bravely shoul- 
dered if those who shoulder thorn aro not obliged to hand 
ovor to others tho power of making decisions about tho 
uso of tho resources which they put to tho hazard. 

It is ofton said that tho main motivo actuating tho i 11 
modorn business leader is tho hopo of profit ; bub in so 
far as this is a oorreot rendmg~ofTus heart wo must 
oouplo with the hopo of profit its obvorso — tlrp-fear of 
loss. By trading losses, culminating in oxtremo eases 

in fn.il urn mid hn.1dfr1111t.nv. Rnnietv exacts a 


who play with such stakes will actually make belter 
decisions than thoso who do not; and Beoondly, that in 
any caso they will think that thoy will do so, and will 
therefore not allow muok decision-making power to pass 
out of their own hands without declining, to the great 
injury of mankind, to put the stakes on tlio table. 

It is true that a number of veal or apparent qualifica- 
tions of theso principles must be admitted. In the fust 
place it is, as we have seen, the ordinary shareholders 
of a joint-stook company who bear its main risks, both 
of temporary ill-fortune and of permanent failure ; for 
though the machinery of the Stock Exchange enables 
them to get rid of their holdings, the price which they 
will receivo deponds on the dividends and prospects of 
tho company, and may vanish to nothing at all. Yot 
these shareholders delegate their decision-making power 
almost completely to paid officials. Wo must not 
minimise tho importance of this remarkable development, 
which is full of promise for sooial progress : but at tho 
same time wo must be careful not to interpret it too 
hastily. Often, as wo liavo scon, the severance botween 
predominance in tho ownership of a company and 
direction of its polioy is apparent ratli or than real : and 
oven when this is not so, tho bulk of shareholders fre- 
quently derive confidence in delegating their powers 
from a well-founded presumption that tho directors 
themselves liavo a substantial fiuauoial interest in tho 
company’s welfare. Tho golden rulo is infringed indeed, 
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to lead them to pursue a policy less enterprising than tho- 
interests of society demand (p. 08 ). 

Secondly, a survey of the economic world reveals 
various classes of persons who appear to assume part of 
the risks of industry without arrogating to themselves 
any share ill its control. But hero again wo must be 
careful. In the first plaoo these specialized risk-takers — 
tho insurance company, for example, or the spcoulativo 
dealer in cotton or in foreign currencies — inako their 
living partly indeed by hearing risks, but partly also by 
the less nerve-raoking process of morcly setting them 
against one another and destroying them. Secondly, 
even these specialists, while standing apart from the main 
council-hall of industry, take the decisions which aro 
relevant to tho risks which they assume : the expert 
speculator is less likely than anyone in the world to hand 
over his mind to be mado up for him by someone else. 
Thirdly, the risks whioh can bo thus devolved on to 
specialists aro limited in range and number. Tho main 
risks of business ariso from the fallibility of tho human 
judgment grappling with elusive and complicated data ; 
and from most of theso risks no business leader can 
escapo without partial abdication of his leadership. 
Sucli risks may, as we have seen, be bandied about and 
rationed out in various ways among the diverse kinds of 
maker and dealer and financier : but whoovor assumes 
them assumes with them funotions of government over 
a slice of tho industrial world. Thus from this test tho 


wholo body of manual workors launoli not indeed their 
material capital, but the strength of their arms and tho 
skill of tlioir hands in ventures over tho issue of 
which they liavo no control. It is true that tho workman 
iB paid, and paid promptly, a relatively steady wage 
while tho capitalist takes hia chanco of a fluctuating 
and possibly oven of a negative profit. But wage move- 
ments in both directions are moro rapid and extensive 
than they used to bo, and behind thoro lies the far 
graver risk that no wages will bo paid at all because no 
work will be required. The business leader who mis- 
handles his resources or misjudges his markets is 
penalized not only in his own person, but in tho persons 
of tliOBO who liavo onlistcd in the battle for livelihood 
beneath his bannor. 1 To thousands who have felt tho 
rod of unemployment and to millions who livo beneath 
its shadow, the statement that tho capitalist bears tho 
solo risks of industry and naturally therefore wields tho 
sole control, comes with a bitter and provocative irony 

§ 3. The Risks of Workpeople in their Bearing on the 
Control of Industry. Yet hero, again, wo must analyse 
oarofully if we are to attain to sorviceablo truth. Broadly 
speaking there arc three kinds of risk which a workman 
incurs when he throws in his lot with a particular business 
enterprise. There is, first, tho risk that the firm will meet 
with bad luck, or bo rashly and incompetently managed, 
while its rivals prosper and expand. Tliorc is, seoondly^. 


perioclically.m.thc.troiigk- of. a trade depression, from 
which it will emerge indeed in the fullness of time, but 
which will involve a prolonged curtailment of its activi- 
ties, with trading losses for the capitalist and un- 
employment for the workpeople. 

Now as regards the fust danger the workpeople in 
reality run comparatively little risk : for they can 
without much difficulty transfer their services else- 
where, while the capital, embedded and crystallized 
in the business in the form of machinery and trade 
connections, is incapable of disentanglement. Thoso 
who can with honour leave the sinking ship arc 
ultimately in a stronger position than the captain who 
must go down upon tho bridge, and have less claim 
therefore to be entrusted with tho manipulation of 
tho wheel. 

As regards the second danger, if tho workman is not 
highly specialized ho stands ti^good ohanoo of finding 
employment in the rival and victorious industry, or in 
somo other, and tho caso does not difi’or materially from 
that just dismissed. If he is highly specialized, ho stands 
to loso all ho has, but not through tho capitalist’s fault. 
It will not be bad management that ruins him, and tho 
best management cannot save him long. Tho decision 
relevant to tho risk which ho rims has been taken by 
himself or his parents, not by tho capitalist, and it may 
bo unluoky, just as the capitalist’s may. That society 
ought to help him to choose wisely in tho first place, and 


consequence the risk of being thrown permanently on 
the scrap-heap is not tho kind of risk which can bo made 
appreciably more palatable by being associated with 
control of olio’s movements towards the heap. Tlicso 
considerations apply alike to capital and labour, and so 
far as this risk goes the question of which should exercise 
control must therefore bo decided mainly on other 
grounds than those which undcrlio the golden rulo. 

Tho third typo of risk seems at first to raise precisely 
similar considerations. Trado depression strikes capitalist 
and workman alike witli blows whoso relative foroo wo 
have no direct means of measuring, but which cortainly 
fall with very groat severity upon tho workman. Yet 
the oauscs of trado depression are so obscure and deep- 
scated that there is at present very little oontrol ovor 
them for tho workman to share, and at first sight little 
grounds for urging that his intervention in the govern- 
ment of industry would improvo matters. 

This, however, is not tho whole truth. In some trades 
at least tho capitalist has no very compelling motive to 
minimiso instability and fluctuation. It may bo that 
aggregate) profits over good times and bad will actually 
be greater than if industry wore perfectly steady : and 
tho capitalist has at his fingers’ ends the various dovicee 
of investment and of manipulation of reserves for 
equalising the flow of his personal inoomo. And even if 
tho interest of tho whole body of capitalists is on tho 
side of stability, an individual capitalist may further his 


a ship can be made to repay its capital cost in three 
months, a new ship will be ordered and its construction 
pressed ahead even if the subsequent slump in the freight 
market is clearly foreseen and is evidently likely to be 
aggravated by the existence of the new ship. To the 
workman, however, these alternations of feverish activity 
and enforced stagnation, of overtime and unemployment, 
come as an unmixed evil ; and there is little doubt that 
in this matter his interest conforms more oloscly to that 
of society as a whole. Here, then, is a direction in which 
control might on tlio face of it be wielded moro satis- 
factorily if the golden rule were moro strictly observed. 
And the secondary effect of such a stricter observance, 
in stimulating the workman to assume more readily the 
risks of learning a specialized trade, might also (as tlio 
chronic shortage of skilled labour in certain branches of 
the English building trado suggests) turn out to bo of 
percoptiblo importance. 

Tho conclusion of tlio whole matter may be thus stated. 
Our analysis of the working of the golden rulo of Capital- 
ism suggests that|one of the current oritioisins of that 
institution falls somewhat wide of tlio mark. | That 
criticism is to the effect that “ under the existing 
system ” the supreme control of industry rests witli tlio 
idle owners of capital, instead of with tho active doers 
of work by hand or brain. If that wore so, the transfer- 
ence of control into more desirable hands would be a 

relatively easy task. But we see that it is not so— that 
(« >> 
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cant- respects from which tho industrial reformer n 
fairly draw some inspiration. First, tho phcnomtmcn 
tho joiut-stook company shows that at any rato passa 
decisions avo actually mado by those who do not bear 
predominant financial risks, and suggests that the sp 
of trusteeship which hero rccoives a real if limi 
application may bo oapablo of furthor dovclopirn 
* / Secondly, Capitalism’s own gospel gives some wan 
for suspecting that Capitalism’s worst malady — recuri 
trade depression — is intensified by tho oxolusion of tl 
who shouldor some of its ugliest risks from any partioi 
tion in tho govommont of industry. 

§ 4. The Social Consequences of Large-Scale India 
Theso oonsidorations load us on to tho third oharac 
istio of Capitalism wliioh requiros re-ompimsis at 
point on our journey — the sharpness of tho difioroi 
tion which it entails bctwcon those who own and 1 
and oonlrol and those who execute orders. This diet 
tion, indeed, in tho form of tho antithesis botv 
monaroh and subjects, gcnoral and troops, slavo ov 
and slavo, craftsman and journeyman, employer 
employee, runs right through human history : 
though it was not orcatod, it has without doubt 1 
sharpened and accentuated, by machinery and 
factory system. 

Tho vast economic advantages of tho division of lab 
p.vfin in its sirmilest form find still morn in its advai 


all, been loss to man as consumer from the substitution 
of uniform, ugly and shoddily -made machine-goods for 
varied and beautiful goods constructed solidly by hand. 
How far this loss is necessary is another matter : there 
seems on the face of it no reason why machine-made 
goods should not be at least as well constructed and even 
as beautiful as band-made goods, even if the claims of 
standardization do not permit of their exhibiting such 
agreeable variety : and the great movement for solidi- 
fying and beautifying the products of massed industry 
which can be traced back to such eighteenth-century 
leaders as Wedgwood and Boulton, lifts no hopeless 
task in front of it. More fundamental and more difficult 
to counteract are the reactions of standardization on 
man as producer. 

However beautifully and honestly made the final 
products of industry may become, they must inevitably, 
if advantago is to be taken of the immense power of 
modem machinery, involve the co-operation of numerous 
minute and monotonous processes ; and this necessity 
applies also to the production of those intermediate 
goods, such as most iron and steel products, which are 
desired not as a source of enjoyment in themselves, but 
as a means for producing dircot sources of enjoyment. 
Thus the modern developments of industry render it 
necessary, if the standard of oomfort that they have 
made possible is to be preserved, that most people should 
spend the greater part of their working lives in the cease- 

loan rnnntit.imi /if cmvwi nnp ninro rtT- lf»RR mnnnfnnntis Anri 


there arc compensations of various kinds, 'i'l 
orthodox economists have argued that while machi 
industry may have diminished the need for pun 
technical skill, it has on tho whole increased the n< 
for genoral intelligence and adaptability and strength 
ehavaotcr. Critios of a very different school, tho poets 
Russian Bolshevism, have acclaimed the factory as 1 
source not of tho degradation of the proletariat, but 
its unity, its inspiration and its power . 1 But whatc’ 
truth there may be in these contentions, Capitali 
cannot bo said to liavo solved tho problem thus oreat 
The latest and most logical extension of tho fact< 
system— Scientific Management— aiips avowedly 
taking from the workman the last vestiges of tespot 
bility for and oontrol over his work. Everything is 
be settled by the stop-watch and the instruction cai 
the distinction between planning and execution, 
division of labour between the brain user and the mus 
user, becomes complete. But evon where snob thorouj 
going methods are not in force, tho general effect of 
progress of industrial technique seems to be to accentu 
the divorce of thought from toil at tho vory time wl 

1 Thus A. Gastev (quoted in New Nit rope, Nov,, 1010, p. 113) 
“ When tho morning sirons sound in tho working suburbs, it is 
at all a ortll to subjection. It is tho song of tho future. 

Some timo ago wo toiled in wretched workshops and began to u 
In tho mornings ftt various times. 

And now tho sirens sound at eight o’olook for ft whole million. 
A wholo million take up tho hammer in one and tho same Instn 
Of what sing tho sirens ? 


There arc othor aspects, too, of Capitalism which sorvo 
to widen the gulf between the giver and receiver of 
orders. The mechanism of the typical joint-stock 
company has certain economic drawbacks which have 
already been discussed : but it has also tho social dis- 
advantage that tho effective leaders of industry, being 
trustees for tlioir shareholders, are no longer entirely their 
own masters in tlioir dealings with their workpeople, 
sinco they are necessarily on their guard against being 
too generous with other people’s property. The old 
capitalist employer was not always sympathetic or 
popular with his men : but ho was at least a person and 
not an abstraction ; it was at any rate possible that lie 
should inspire feelings of personal loyalty and affection, 
and lie frequently did and docs bo. But it is scarcoly 
reasonable to expeot, Bay, a railway worker to feel any 
intense devotion towards tho shareholders of tho Great 
Western Railway, most of whom ho lias never seen or 
wishes to see, and whom he rightly supposes to be 
profoundly ignorant of the problems which affect his 
lifo : and though such feelings may bo in part transferred 
to tho directors and managers with whom ho has some 
kind of contact, that process is made more difficult by tho 
fiduciary position in which tlioy are placed. Their 
relations with their workpeople arc apt to be refrigerated 
by something more strong and subtle than mere cupidity 
or lack of sympathy — tho sense of professional obligation 
and of an allegiance owod elsewhere. 

1 J I, 


current towards further and further differentiation rages 
almost unohccked : and the fact that somowhore far 
above him functions hitherto divided have beon gathered 
up into a singlo poworful hand only servos to increase 
his aenso of separateness from the forces which govern 
his life. Tho Napoleon of industry or finance is, like the 
shareholder, a romoto and impalpablo being compared 
with tho familiar “ employer ** of oarlier times ; and 
though ho may succeed in creating something of a 
Napolconio legond and oxcrcising something of a 
Napoleonic fascination ovor tho minds of his subjects, his 
emergence has increased and emphasized tho distasteful 
inequality in tho distribution of industrial power. 


CHAPTER VIII 


INDUSTRY AND THE CONSUMER 

Tho shcop took tbo mouoy, and put it away into a box : 
then sko said, “ I nevor put things into people’s hands — 
that would novor do — you muBb got it for yourself.” 

Through the Looking-glass, 

§ 1. The Consumer's Grievances against Capitalism. 
Armed with these reflections on tho nature of Capitalism, 
its strength and its limitations, wo may proceed to an 
examination of tho attempts whioh havo been rando, in 
imagination and in practice, to modify it, to supplement 
it, or to wipo it off the face of tho oarth. Wo may 
approach our task by dividing suoli attempts provision- 
ally into two main classes, though wo shall find as we 
proceed that tho lino of division tends to become blurred. 
In tho first main class tho motive force is supplied by 
tho feeling that though under Capitalism tho consumer 
is tho ultimate king, to whoso sorvico oven the most 
Olympian captain of industry must dedicate his days, 
yet in one way or anothor his interests aro in danger of 
neglect. In tho second main class tho motive foroo is 
supplied by tho considerations whioh have been 
developed at tho end of tho preceding chapter — by griof 
or indignation at the utter exclusion of tho ordinary 
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“ under the existing system ” may bo tabulated in 
somo such form as follows. First, tlrero is tlio dangov 
that ho will not always be able to buy what he is 
trying to buy. According to the theory of Capi- 
talism ho expresses his desires to the middleman, 
who transmits them to tho manufacturer and sees that 
they arc satisfied. But in this process at its best there 
is room for delay and misapprehension. Further, both 
maker and dealer lmvo a strong interest in selling what 
they lmvo got, and in continuing to make and stock 
what they have made up their minds to make and etoolc. 
From every hoarding and newspaper and tube train 
carriage they explain vooiforously to tho consumer what 
ho wants, until lie almost — but not quite— comes to 
believe that it is true. Finally, it is not given to overyono 
to detect at sight, or at any rate to bo abio to prove, 
the difforcnco between home-grown and imported boof, 
betweon milk of tho plain and watered varieties, between 
tho pill which is 100 per cent sugar and that wbioh is 
really as efficacious as a small-tooth comb. On tlio wholo 
tho forocs of competition and publicity provont such 
grievances nowadays from roaohiug sorioun dimensions ; 
but they exist. 

Seoondly, the avorago consumer is prone to suspeot 
that tho prices of tho goods which ho buys aro un- 
necessarily loaded with payments for tlio services of 
superfluous middlomon. In this ho may bo judging 
hastily, but wc liavo already indicated a limited sym- 



dealers. Enough has been said in the previous chapters 
of tlie concentration of industrial power, of the oombino 
and the selling agency, to indicato that bis suspicion may 
often be well founded : and it U important to be clear 
cxaotly wherein his gricvanco consists. It is not that ho 
is being forced to pay a higher price for the goods 
that ho buys than they aro worth to him ; for 
ho is free to take them or leave them as ho oho ones. 
It is that the monopolist finds it to his advan- 
tage to sell a smaller quantity of goods at a higher 
prico rather than a larger quantity at a lowor, and 
restricts therefore the flow of goods bolow wlmb it 
would be if competitive conditions prevailed, diminish- 
ing thereby tho aggregnto enjoyment of the consuming 
public. 

The fourth grievance afieots the consumer nob of to- 
day, but of to-morrow and tho day affcor. It is possiblo 
that self-interest is leading privuto capitalists to make 
reckless exploitation of certain natural resources — « 
animal stocks or minerals or forest trees — to tho groat 
advantage of the present army of consumers, but to the 
prejudice of tho interests of future generations, or even 
of existing generations in future years. In his individual 
capacity tho present consumer is not likely to complain ; 
but as a thoughtful citizen ho may make tho grievance 
of tho future his own, or at least aoquiceco in such 
action by others. 

Tho fifth grievance is of a more far-reaching and 


limy bo unaware that ho wants so mo tiling, such as 
education for his ohildvcn, and thoreforo never dream of 
offering a money price for it. In thift case his grievance 
is unoonsoious, but, according to somo views, nono the 
less real ; moreover, as in tlio instanoo given, his failure 
to realize his own wants may givo riso to a grievance on 
the part of other people. Or, more simply still, ho may 
want something very badly, suoli as bread, and bo 
unable to offor a money price for it booauso ho lias not 
enough money. 

Now somo of theso grievances are partially redressed 
by tlio use of fcho negative or inhibitory powers of the 
State (p. 3)— the first by legislation against adultera- 
tion and fraud, tho fourth by restrictions on the cutting 
of timber, tho slaughter of fish and game, oto., tho third 
by a great varioty of devices which will call for brief 
comment at a Inter stage. But tho detailed study of 
such negative control lies outside tho limits which wo 
have imposed on our snbjcot, and wo must pass on to 
more thoroughgoing sohomes for removing the oon- 
sumor’s disabilities. Theso all embody, in ono form or 
auothor, tho ambitious notion of undoing tho great 
division of function whioh first took plaoo when Evo 
picked tho apple and Adam ato it, and reintegrating tho 
consumor with the producer : not, however, by a return 
bo tho penurious self -sufficiency of tho household syslom 
(p. 8), but by handing over tho reins of industrial 
government to tho appointed representatives of tho 


own initial — Uo-oporation, Uolicctivism ana uommimiam. 
Co-operation entails tlie voluntary bantling together of 
oonsmners to acquire and manage some business on their 
own behalf. Collectivism entails tlio ownorship and 
management of a business by those compulsory associa- 
tions called States or their subdivisions, retaining the 
capitalist expedients of price and market. Communism 
entails the management of a business by tho same 
methods as Collectivism, but without tho exaction of 
full payment for tho services rendered, and without! 
regard therefore to the economic calculus of. gain and 
loss. Roughly speaking, tho attention of Co-operation 
is focussed on the consumers’ first two grievances, of 
Collectivism on tho noxt two, and of Communism on tho 
fifth. 

The word “ Co-operation ” is perhaps tho most con- 
fusing in the terminology of economics. In ft broad sense 
it may bo used oitlior to denote the mutual assistance of 
similar agents (as two workmon oo-opemto in lifting a 
weight or two shareholders in bearing tho risks of a 
joint-stook company), or tho mutual dovetailing of tho 
functions of dissimilar agents (as labour and capital, or 
tho merohant and the manufacturer, co-operato in tho 
production of wealth). In its narrower sonso it is used 
to dcsoribc a number of forms of industrial onterpriso 
which are connected not so much by similarity of 
structure or speoifio purpose, as in virtue of tho ideal 
which animates, or is supposed to animate, those who 
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found convenient to mention Agrioultimil Co-operation 
and Co-operative Banking in connection with the 
analogous developments of ordinary Capitalism (pp. 05, 
82) ; but the formor in particular has strong nDmitics 
with the Consumers’ Co-operation now to be discussed. 

In the minds of its English pioneers, the oo-operatiou 
of ordinary consumers for the purpose of conducting 
retail trade was only one aspect of that goncral vision 
of the self-sufficing and self-governing commimo which 
exorcised suoh a sway over the imaginations of the 
idealist reformers of the first part of the nineteenth 
century. But in their hands, and especially in the hands 
of the famous society of Rochdale weavers (1814) which 
became the model for the whole movement, it crystallized 
into a more limited but moro practical and definite form 
of industrial organization, whoso leading features can 
bo very simply described. The members of the looal 
co-operative society are both tlio customers and the 
owners of their own retail shop or shops. Membership 
ie open to anybody on payment of a small oapital 
subscription, and carries tho right to a vote in tlio 
election of the committee of management and on other 
mattors submitted at genoral meotings, as well as 
informal opportunities of criticism and suggestion. The 
manager of the shop is a whole-time salaried official, 
and is responsible to the committee of management, who 
are usually ordinary members of tho sooioty, giving only 
a fraction of their timo to the business, and remunerated 


to the extension of business, partly to various social 
and educational objects, and partly to tho paymonfc to 
members of a dividend proportioned to the value of thoir 
purchases, which is usually, though not compulsorily, 
reinvested in tho business. 

But Consumers’ Co-opomtion has not stopped short at 
tho retail trade. In all countries wlicro it has obtained 
a firm hold it has been gradually led on to attempt, 
with varying success, a more or less comprehensive 
programme of integration. To acliicvo independence of 
tho capitalist wholesaler, tho local societies federate to 
form a central wholesale society, which is owned and 
managed by themselves on the same kind of principle 
as that on which they arc owned and managed by their 
members. Both the retail and tho wholesale societies 
develop productive departments, which like tho selling 
departments are put in fcho Imnds of paid managers. 
The English Wholesale Society produces in its factories 
a vnst variety of food, clothing and other household 
prnduolH, and owns also its own ships, farms aud tea 
plantations, as well as doing banking and insurance 
business on a largo scale. 

§ 3. The. Merits anil Limitations of Consumers' Co- 
operation. Loyalty to tho ideals of tho movement and the 
attractive force of tho dividend on purchases combine 
with tho intrinsic merits of the co-operative retail store 
to secure for it the steady custom of its members ; and 


demand. The sumo force of loyalty puts at its disposal 
the services botli of general supervision and of detailed 
management at a rate lower than that wliioh has to bo 
paid by private enterprise. Theso are real advantages 
wliioh hftvo gone far to promote the suoccss of the 
co-operativo store in competition with the private 
retailor. But it has its weaknesses as well. The services 
of amateur committee-men may sometimes bo dear at 
the lowest price ; and to trado on loyalty to tlio extent 
of ottering responsible managers and buyers a salary 
much less than they oould oommand olsowhcro may be 
poor economy in the end. It is tempting, too, to econo- 
mise in stocking a shop by the simplo prooess of csohow- 
ing variety and novelty of all kinds j and if the co- 
operative storo succumbs to this temptation ono of its 
main theoretical advantages — that if the consumer 
buys from himself he is cortain to got cxaotly what ho 
wants— is found to bo somewhat illusory, and tlio 
restless housewife turns to the private shop or market 
where bIio can “ look and piok.” Change and choice 
and ingonious refmomont arc, as human natiuo is 
constituted, desirable things ; and tho private trader 
and the advertisement agent do more for their livelihood 
than tho consumer suspeots till ho tries to do without 
them. For these and other reasons (including its praise* 
worthy attempts to insist on cash payments) tlio victory 
of the co-operative storo movement has not been over- 
whelming, even among the working-classes ; and it has 


manning luiiHvcuiB ucuuiuuh icsb vuuiame as mo opera- 
tions on whioh it is directed bccomo more complex and 
remote ; the dangers of unskilful buying, and of cramp- 
ing the stylo of responsible managers, become more 
serious. Further, the rclativo smallness of tho market 
makes it difficult to reap tho full advantages of standard- 
ization. Nevertheless, in some oountrics considerable 
success has bcon attained, and tho difficulties of govern- 
ment liavo not bcon found insuporablo. Tho directorate 
of tho English Wholesale Sooioty, consisting of thirty- 
two full-time membors (mostly ex-members of local 
oommittccs of nmnagomont), with its elaborate system 
of sub-committoes and tours of inspection and reports, 
is generally bcliovcd to bo a very ofiloicnt organ of a 
rnthor bureauoratio and scorcfcivo kind j for the control 
oxoroisod over it by tlio committees, and still more by 
tho ordinary mombors, of tho constituent stores is 
neoossarily of tho slightest. 

Consumers’ Oo-opcration oau no longer bo called 
an exporimont : in Great 33ritain at least it is a 
vory well-tried and firmly established form of in- 
dustrial organization. Tlio goods sold by the retail 
societies rcaoli one-third of tho families in the 
country, and their value amounts to perhaps one- 
twentioth of tho whole national income, about one- 
half of them being supplied by the wliolesalo societies, 
and about one-third being actually manufactured in 
tiro movement’s own productive departments. There 
hp A mu no reason whv Ho -on oration should not extend 



intermediate) goods ruc[i oh maomnory, oJl new and 
special and exciting products, the principle of Co- 
operation docs not appear to bo well adapted. An 
interesting suggestion is that it should bo applied to tho 
supply of nows, thus enabling the consumer 1o escape 
from the frying-pan of tho newspaper king without 
falling into the fire of a press owned and inspired by tho 
Government of tbc day. Til any case in tho hetorogeno- 
oub patchwork of “ the existing system ” Co-operation 
finds an assured place anti a fair field, and lias no noed 
of such a fantastic suggestion as that of ono modern 
roformor to tlio ofi'oet that tho Skato fthould forcibly buy 
out tho great private trading establishments and 
commit them to its care. 1 

What light doos the success of Co-operation throw on 
the universal validity of tho golden rule of Capitalism, 
associating tho ountrol of industry with the assumption 
of its risk’s ? The answer is not very simple. In the first 
plaeo, the eloment of trusteeship which wo found in the 
administration of tho joint-stoolc company is rcinforoed 
under Co-operation by tho spirit of loyalty to a cause, so 
that its members aro more than ordinarily ready to 
delegate tlioiv decision-taking powers to their servants, 
and those servants ueo them in tho main carefully and 
faithfully, if somotimes with a little of the peremptoriness 
of the old family retainer. And, secondly, oven tho 
general powers of control reserved by the members are 
not exercised, as are those of the shareholders of a joint- 


ana control is not as great as at hrst sight appears. 1'irst, 
tho capital is guaranteed a fixed rate of interest, like the 
debentures o£ a joint-stook company, so that the only 
risk run is that of complete loss, which is rendered 
extremely unlikely by tho nature of the societies’ 
activities. Moreover, reinvested “ dividends ” aro 
withdrawable on demand, and share capital on cessation 
of momborsliip. Secondly, all members have an equal 
interest in tho disposal of the reserves, benevolent 
institutions, etc., built up by the societies, so that their 
total interests aro not so mutually disproportionate as 
their capital holdings. Thirdly, the device of sale at full 
markot prioo and a dividend on purohascs means that 
members run important risks which are proportioned 
not to tlioir oapital holdings but to their purchases . 1 
Tims while Co-operation lias gone a step further than 
juinb-stook enterprise in divoroiug control from tho 
ownership of capital, its naf ivo shrewdness has saved it 
from attempting too ambitious a divorce of control from 
risk. 

In one respect this shrewdness has been carried to 
disappointing lengths. The rotations of the co-operative 
societies with their workpeople arc almost precisely 
similar to thoso of capitalist industry. Tho workpeople, 
whether in shop or factory, have no share in the manage- 
ment, and are not even as a rule individually eligible for 
election to the management committees. Profit-sharing, 
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strikes have not been unknown. The building of the 
bridge between consumption and control has lclt the 
gulf between day-labour and control as wide as ever. 



CHAPTER IX 


COLLECTIVISM AND COMMUNISM 


“ Well, not the next day,” the Knight repeated as beforo : 
“ not tho next day. In fuot,” lie went on, holding his head 
down, and his voico getting lower and lower, “ I don’t 
belie vo liiab pudding over was cooked I In fact, I don't 
believe that pudding over will bo cooked 1 And yet it was 
a very clover pudding to invent.” 

Through the Looking-glass. 

§ 1, Collectivism and Monopoly. A generation since, to 
the majority both of its advocates and of its intelligent 
opponents, tlio tonn Socialism practically meant nothing 
more nor lees than Collectivism (p, 105). That is no longer 
so, and we now scarcely need to bo reminded that to 
many of its French and English pioneers of a oentnry 
ago Socialism did not imply tho ownership and operation 
of tho means of production by tho State. As a result, 
however, of the powerful influence of tho founders of 
German Socialism, tho capture for tho State of the 
apparatus of industry came to seem to many people tho 
solo and sufficient condition for social regeneration : 
and in this at least tho continental followers of Marx 



organization. 

Tho controversy over tlic merits of Collectivism is 
well-worn one, and not such as is likely to be laid to re 
in ten pages of an academic text-book. But especial 
if wo bear steadily in mind our analysis of tho consume! 
grievances against Capitalism, we may perhaps agr 
upon certain groups of cases in which the public ownc 
ship of industry is most desirable, or least roprehonsib 
according to our point of view. 

The first group consists of those industries whs 
under modern conditions tend, for ono reason or anothc 
to fall into tho hands of a monopoly. Within this grot 
it is oustomary to distinguish furthor between wh 
wo may perhaps be allowed to call “ octopoid ” irnlv 
tries and others. Tho ootopoid industries— rail ai 
tram transport, the supply of water, gas and elcctricit 
the telegraph and telephone— arc those involving t 
use of a large and widely minifying plant, which 
would clearly be wasteful and inconvenient to dupltcnl 
and whose installation, since it involves interferon 
with public or private property, calls in any ease { 
some intervention on tiio part of the State. T1 
distinction is useful within limits, but it must not ' 
pressed too far. Monopoly, however arising, whotli 
from ootopoid characteristics or from tho combhuith 
of large-scale producers or from exclusive access 
certain natural resources, is liable to oppress the co 
sumer, and invites fclio attention of the State. 


ways whoso detailed discussion lies outside tho scope of 
this hook, but which must bo briefly mentioned hero, 
since the strength of tho ease for Collectivism turns 
partly upon the question of tlio effectiveness of alterna- 
tive methods of interference. 

In the first place, then, the State mny attempt directly 
to prevent the emergence of monopoly by prohibiting 
and punishing actions and arrangements ivliioh opomte 
“ iu restraint of trade.' ” This is tlic policy which lias 
been pursued for thirty years in the United States, with 
results which aro not encouraging : for it is a polioy 
extremely dilhoult to carry into effect, and it lias been 
found much easier to prevent monopolistic combination 
taking certain specified forms than to prevent it occurring 
altogether (Ch. VI, §3). Further, monopoly is in tho 
oclopoid industries the only sensible method of supply, 
and in many others it brings economies in production, 
and improvements in tho quality and stability of supply, 
of whioli it would be a baok-handed kindness to deprive 
tho consumer. 

Secondly, tho State may indircotly foster competition 
by prohibiting certain practices which aro powerful 
weapons in tho hands of aspirants to monopoly power, 
such as bringing pressure to bear on retailors to boycott 
their rivals’ products, and ruining a weaker competitor 
by cutting priors to a level which could not and is not 
meant to bo retained. In the United States snob 
“ unfair methods of competition ” aro declared illegal, 


or a woflumy ana weu-cBtammnoa. oomomation. 

Thirdlj’’, i;bo State, whilo accepting tiro -fact of 
monopoly, may attempt to protcot the interests of the 
consumer by tho prohibition of “ unreasonable ” 
prioes, tiro fixing of “ reasonable ” prices, or tlio limita- 
tion of profits — methods caoli of whioli presents con- 
siderable difficulties, but one or other of which has 
perforce to bo adopted in the oaso of " octopoid ” 
industries, and may well be hold in roflorve an a last 
resort in tho caao of other industries as well. 

Fourthly, tho State may take tlio viow that "light 
in tlio Bovcrcign antisoptic and the bent of all policemen/’ 
and olaim flpeoial powers of investigation into tho affair b 
of produoors BUBpeoted of monopoliatio action. Such 
powers must of oourso be possessed by any authority, 
such aa tho United States Fcdoral Trade Commission 
or tho British Railway Hates Tribunal, which lias 
furbhor powors of tlio morn nefivo kinds just mentioned : 
but they may also bo accorded without carrying any 
further powors, as they woro to tho British Board of 
Trade under the Anti -profiteering Act from 1910 to 1921 
— a provision which it would seem highly dcsivablo to 
restore in a permanent form, ovon if no more drastic 
steps aro taken. 

In estimating tlio strength of tho arguments for 
Collectivism in monopolistic industries, tho merits and 
limitations of these alternative devices must he taken 
into acoouut as well as tho intrinsic merits and limita* 
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between producer and consumer, but between present 
and future consumers, occasioning tbo need for what is 
called in tho United States a policy of “ oonsorvation.” 
Tho State can, at any rate in theory, regard itself ns im- 
mortal in a way in which a private person or even a joint- 
stock company can hardly bo expected to do ; and tlioro 
is therefore a prhiui facie case for the collective exploita- 
tion both of those natural resources, suoli as coal and oil, 
which cannot bo replaced at all, and of thoso, suoh us 
fish erics and forests, which cannot bo kopt intact except 
by a polioy looking many years ahead. 

There is hero a curious paradox : States arc notoriously 
bad savors, and spond riotously tho savings of their 
subjects ; yofc when it is a question of saving not current 
iiicomo but the permanent sources of wealth, wo credit 
thorn with a oonsoionco which wo do not individually 
possess, and turn to thorn becauso wo have nowhere 
eJso to turn. It docs not of courso follow that sue)] 
State enterprises oannot be oonduoted on an ordinary 
paying basis : bub it does follow that the token of tho 
Stato’s success may bo not, as in our first group of 
industries, an inorcaso of output nud a lowering of 
prices, but tho very reverse. And in their oarly days, 
if tho Siato’s polioy of working for tho futuro is con- 
scientiously pursued, such enterprises as afforestation 
may oven involve an element of Coimmm ism-~ that is, 
a temporary subsidy to tho selected industry at the 
oxpenso of tho general community. On tho other hand, 


bo able bo increase mmieuiate output without sacrmcmg 
those fnt lire interests which are tho mi son d'etre of its 
intervention. Thun there in reason to think that in the 
British coal industry the pmotioo of leaving umvorkccl 
coal as banici'B between adjacent mines, tho difficulty of 
obtaining way-leaves for tho transport of coal under- 
ground, the lack of oo-oporabion in drainage, and other 
difficulties incidental to the multiplicity of ownership of 
tho mines, lead to a permanent loss of coal which injures 
both present and future generations. It in these con- 
siderations which furnish Clio main strength of the 
proposals for tho nationalization of thin industry : and 
flinoo tlioy oan only bo rendored obaoloto by tho eslablish- 
menb of partial or total monopoly, whioli even if it wero 
held to remove tho industry from our present group of 
“ speoial oases ” would establish it in our first, it seems 
pretty certain that that proposal will some day bo 
seriously revived. 

Thirdly, tho argument for Collectivism is strengthened 
when the abandonment of an industry to private, enter- 
prise involves oertnin incidental political or uncial 
dangers. The strongest instances arise when the 'Statu 
is itself a largo consumer, actual or potential, of the 
produob supplied. Tims fighting is a trade, but the 
Norman kings made it plain many centuries ago that it 
is not a trade whioh individuals can be allowed to 
follow on their own account, oxcopt perhaps under 
National Sporting Club rules. I’aoifioist and militarist 
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purposes ; aud the one is an owner of ooal mines, tlic 
other of oil wells. 

Again, a county or a municipality may run its own 
drink trade to make its inhabitants more sober, as 
Carlisle has done with great suocess ; or its own 
slaughter-houses, to make them more healthy ; or even 
its own theatres and opora houses, to make them more 
high-browed. 

For the most part there is no reason why such enter- 
prises should not bo oonduoted on an ordinary paying 
basis, evon if the Stato is in fact the chief consumer. 
But where (as in the oaso of the fighting services) tho 
product has no market value except to the Government, 
or whore for other reasons tho economic aspcob of tho 
business is entirely subordinated to tho political or 
social aBpcct, such enterprises involvo tho principle of 
Communism, and their further oousidorution must bo 
doforred for tho present. 

§ 3. Collectivism and the Assumption of Risk. Some of 
tho timo-honoured arguments against tho public opera- 
tion of industry woar rather a faded air in tho light of 
tho proved success of tho joint-stock oompany : for 
many of tho foaturcs of tho two forms of enterprise are 
tho same. Both under modern conditions oan liiro the 
services of efficient managers, and tho advantage in 
this respect rests perhaps with tho public enterprise, 
sinco it oan enlist in its employ a greater measure of tho 


boy ond question. With regard io goneral supervision, 
liowovcr, us distinct from detailed management, the 
publio enterprise is at a disadvantage. It the di rooting 
body is a committee o( politically elected persons (as in 
municipal industry), it may suffer from laolc not merely 
of export knowledge, but of ilioso gonoml business 
qualifications whioh nro usually, if not always, possessed 
by tlio dircotors of a company, as well ns from an uu- 
wholoBomo fear of offeuding oertain sections of its 
elcotors. It (as in nationalized industry) it is a Govern- 
ment department, its whole organization, personnel and 
prooeduro, its meohamam for controlling expenditure, 
its methods of appointment, promotion and dismissal, 
may bo far less suitable for the conduct of business than 
of politioal administration, anti impair the offioicnoy of 
management throughout. 

As in the democratically owned joiut-stook oompany, 
so in the publio enterprise, tlicro is a danger that Iho 
divorco of aotivc oontrol from tlio shouldering of the 
main risks will lead those who wiokl the former to bo at 
once less rigorous in the avoidance of waste and more 
reluctant to adopt anything whioh might bo represented 
as a rash or speculative polioy than if they woro working 
for their own hand. But tlio latter danger is greator in 
tlio case of publio enterprises, for several reasons. 
Whether the oapital employed in them has boon aooumu- 
Iatcd by the publio authority or (as is more usual) lias 
boon borrowed in the market at a fixed rate of intorcst, 
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whereas if a public enterprise fails, tlio creditors of the 
public authority can still demand the interest on and 
repayment of their loans out of the proceeds of taxation. 
Seooudly, tlicso risks aro borne by the taxpayers in ac- 
cordance with thoir wealth, while each of them wields ono 
veto only : thus thoro is a disharmony, more real than in 
tho Go-oporativc sooicty, botweon the distribution of risk 
and the distribution of the residual powers of control. 
Thirdly, whatever view may be taken of the effectiveness 
of majority rule in oxpressing tho general will, it must 
bo admitted that thoro aro many individuals who bear 
tho risks of oollcctivc enterprise involuntarily, and aro 
therefore orilically disposed towards it. For all these 
reasons those in control of public enterprises rightly 
pursuo more timid and unadventurous oourses than even 
tho directors of a joiut-stook company. The infraction 
of tho goldon rule of capitalism brings its own penalty ; 
and tho clcvioe of compulsorily imposing unlimited risks 
on tho tax-payer partially stultifies itself by restraining 
those responsible for policy from making full use of the 
risk-taking powers thus put into their hands. 

For these reasons Collectivism does not seem well 
adapted to industries whore difficulties of marketing, 
especially of marketing abroad, call for quick and bold 
decisions : and tho difficulty of disontangling this side 
of tho British coal trade from its purely productive side 
is ono of tho strongest objections to tho nationalization 
of that industry. For the samo reasons, Collectivism is 


administration completely reduced to routine. It 
happens that these industries largely overlap with those 
ootopoid industries in which the ease lor Collectivism 
is especially strong on other grounds ; but the correspon- 
dence is not always so close as at fust sight appears. 
Railway transport, lor instance, is an ootopoid industry ; 
but though it is also an old industry whoso routine 
administration is thoroughly woll understood, tho 
oocurrouoo of a revolution in technique, such as thn 
substitution of clcotrioity for steam, may oall for tho 
oxoroieo of prcoisoly those qualities of initiative and bold 
judgment in which public ontcrpviso is likely to bo 
lacking. Further, tho game of waiting till privato 
ontorpriso has made a sucoess of an industry aud then 
talcing it over is not. ono that oun bo played an iudofmito 
number of times, since if it is known that this is tho 
sottlod polioy of tho public authority, tho inducements 
to privato ontorpriso to undertake pioneer work are 
sonsibly diminished. This is especially obvious if private 
ontorpriso is hampered by definite provisions for tho 
surrender of its plant and working rights to tho public 
authority at the ond of a certain number of years, as 
ocourrcd in tho ouso of tramways and olootrio 
lighting in Great Britain. 

§ 4. Further Difficulties of Collectivism. There are cer- 
tain further dangers about public ontorpriso. liven if 
nominally conducted on a paying basis it is liable to 
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allowed to come frankly on to the taxes to save it from 
complete abandonment. Now tlio dclibomto practioo 
of Communism may, ns wc shall sco presently, be a very 
good tiling, and win general approval : but a resort to 
Communism in order to give a fictitious demonstration 
of the success of pnblio enterprise, or to save the amour- 
propre of ofiloials and avoid the rcsontmont of dis- 
charged workmen, is obviously undesirable. 

If tho public authority is one of acvoral competing 
producers, such “ unfair competition ” may make the 
position of its competitors untenable, and it may lie 
obliged sooner or later to assume the sole duties of 
supply — an issue for which it may be totally unprepared. 
This is a fairly Btvong argument against public authori- 
ties engaging in competitive business oxcepfc for some 
speoial object— for oxamplo, to bring an oppressive 
combine to its senses, or to set a standard of quality in 
some service, such as milk supply, in which private 
otitorpriflo needs bringing up to tho mark. It is, for 
instanco, not surprising that the entry, as a result of the 
war, of tho Governments of tho United States, Australia 
and Canada into tho shipping trade 1ms caused a good 
deal of ill-feeling and alarm. 

Even, however, it tho public authority is already in ft 
position of monopoly, tho disadvantages of maintaining 
a public enterprise on an uneconomic footing, except for 
good and deliberately ohoBon reasons, must not be over- 


imposition of compulsory risk on tho tax-payer, has 
solved lifter a fashion the problem of drawing resources 
in the directions indicated by rising demand, it docs not 
provide any alternative to Capitalism’s brutal solution 
of the oorrclativc problem of repelling thorn from, a 
demand that is falling away. When only a few industries 
aro publicly operated, the matter is not very serious ; 
but in a complotoly Collectivist State it might well 
bocomc so. Such a State would not, like the Communist 
State to bo disoussed presently, bo without any auto- 
matic register of tho movomonts of demand, for it 
would (by definition) retain tho expedients of salo and 
mavkofc-prieo ; but it would probably find great difli- 
cully in responding with alacrity to their movements, 
Tho pioneers of British Collectivism linvo admitted 1 that 
it might bo forced to offer different wages in different 
occupations for work of the same difficulty and skill in 
order to promote the easy migration of labour— -an 
arrangement which does not seem, from tho point of 
view of abstract justice, a great improvement on “ tho 
existing system.” It may, however, be fairly urged that 
a certain slowness in the adaptation of industry to 
changes in domand and tcohnioal method would not bo 
too heavy in prico to pay for a mitigation of the savage 
swiftness with which Capitalism hustles obsolescent 
skill and capital apparatus to the scrap-heap. 

Another difficulty of Collectivism is that Die most 
suitable unit for political government ib often not tho 



lor ugnung or lor tramways, t.no municipality nas neon 
found a unit undesirably small. In other instances, 
however, notably railways and coal mining, Government 
enterprise might succeed in establishing a desirably 
largo unit of working where the vis incrliw of private 
enterprise lias preserved an uncconomically small one. 
In any caso this difficulty can bo met by the establish- 
ment of a special body, composed of representatives of 
several ordinary publio authorities, for tho conduct of a 
particular industry ovor the area most suitablo to it— a 
dovioo well oxomplified in the London Metropolitan 
Water Board . 1 

Tho, device of tho ad hoc board may also bo used for 
solving or mitigating some of the more fundamental 
difficulties of Collectivism. Bo far as national ns dis- 
tinguished from municipal undertakings are concerned, 
tho older notions of tho meaning of Collectivism aro 
generally out of fashion. Latter-day exporimonts in 
and proposals for nationalization generally involve tho 
handing over of tho control of tho industry to a specially 
constituted export body, more or less completely inde- 
pendent both of tho Government of tho day and of any 
ox i sting Government Department, and working on tho 

1 Mr. and Mrs. Wobb have uuggoelod (op. elt., pp. 224 JT.) that 
tho wholo country should bo divided up into a numbor of wards, or 
tiny colls of local government, oaoh Mooting ono full-limo councillor s 
theso councillors would ait togolhor in smaller or inrgor numbers 
according to tho publio Borvico to bo administered. This plan would 
do away with tho difficulty boro undor consideration, as well as will) 
tho proBOnt cumbrous multiplicity of local bodies, at tho oost of 
saorifiointr noma of tho oxnorl knowledl'O at Present ncnnirctl bv the 
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tlio operation of tho State-owned mcrohnnfc fleets. 
Proposals for nationalization of this hind frequently 
contcmplato that this governing body should bo in 
some way representative of those engaged in the industry, 
and wo must therefore return to them when wo have 
explored the second main avenuo of social reconstruction 
(p. 101), that leading through the association of the 
workor with oontrol of his own work. Put it is obvious 
at onoo that a well thought-out sohemo of this kind 
might go far to remove those objections to Collectivism 
which arc based on the unsuitability of Government 
Departments or politically elected bodios for tho business 
of conducting industry. It would not, however, remove 
the inherent difficulty of thoroughgoing Collectivism, 
that if the Stato is to bo tho supremo industrial authority, 
it must, even if it keeps itsolf as a rulo discreetly in tho 
background, assumo tho ultimato responsibility for 
regulating tho flow of produotivo resources bclwcon 
different industries. 

§5. The Extent of Collectivism and quasi-Collcclivist 
Arrangements. Collootivism, like Co-operation, is now 
within its limits a woll-cBtablishcd form of business 
organization. All national Statos own and operato 
their own postal systems, and most of them tho wholo 
or part of their railway systems and forest lands, as 
well as conducting directly a great number of industrial 
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tho iuenoli tobncoo industry, lor the avowed purpose 
of raising a monopoly revenue in lieu of taxation. 
Many municipalities own and operate their own octopoid 
industries, and in Germany in particular have tried 
their hand success fully at a great variety of other 
enterprises, Even in England the prodnoU of municipal 
industry form a substantial proportion of the national 
inoomo, and there is no reason to think that this form 
of enterprise has yet reached its limit ; though it can 
scarcely bo said, as it oan of Co-operation, tlmt it finds 
a povfeotly open field within tlio structure of " tlm 
existing system,” since Parliament exercises • a strict 
control over tho kinds of trading in which n muni- 
cipality may engage, and tlm conditions with regard 
to the raising of loans, etc., on which it may engage 
in them. 

But besides these instances of full-grown Collectivism, 
tlioro aro in existonoo a number of intermediate devices 
for giving tho publio authority an aclivo sharo in tho 
government and in tho proceeds of industry without 
undertaking its full responsibilities. Thus it may 
construct and own its own railways or tramways, but 
lease thorn out for operation to private companies, 
retaining certain powers of control,— an arrangement 
which has worked satisfactorily in somo instances, but 
is apt to break down, as it did on tho Italian railways, 
owing to disputes about liability for capital improve- 
ments or similar causes . Again, tho Slate may hold a 


regard to railways, and by the British Uovcrnm 
wi(h regard to dye works and oil fields. 

Finally, there are a few cases of great importance 
which tho Stato has set up a body directly represent 
its own interests and endowed it with very great posit 
powers of government over a number of unrlcrtaki 
which arc left in other respects to the ownership : 
operation of private enterprise. Such are tho Fed- 
Kesorve Board (1913) and tho Interstate Oommi 
Commission (reconstituted 1920) in tho United Sta 
bodies consisting respectively of soven and clc 
members appointed by tho Government, and noil 
representative of nor financially interested in tho 1 
assemblage of private banking and railway oompa 
grouped beneath thoir respective sways. Yet 
former directs in effect tho wholo banking polio) 
the United States : while the latter is entrusted ^ 
powers not only of fixing rates, but of oonsolida 
tho railway companies into groups, regulating t 
issues of shares and prescribing thoir allowances 
depreciation, ordering them to oonstruot now li 
controlling their traffic in times of omorgenoy, 
administering in the gonoral interest part of thoir 
presont hypothetical) surplus profits— provisions w! 
Iia vo been partially imitated in tlio rcoonfc Aot (1 
defining tho status of tho British railway oompa i 
Thus tho homo of free enterprise has furnished 
with experiments in positivo Stato control on a f- 


] icrhapfl loo early to judge whether lucy represent a 
Blablo form of business organization, or whether the 
State, having assumed such gigantic powers of control, 
will not ultimately havo to assume also the risks of 
ownership. 

§ 0. Communism. Much that 1ms been said of Col- 
lectivism applies to Communism as well, but the latter 
raises also somo fresh issues. Lot us analyse the reasons 
for which Sooicty may decide to mako a partial applica- 
tion of the principles of Communism— that is, to supply 
its members with certain services either free of charge 
or at Jess than their full cost. First, the public authority 
may bn providing on general grounds some service for 
which tho oxaotion of spcoifio payment in accordance 
with the quantity consumed would bo impossible (how 
much of a battleship’s services do I consume ?) or 
inoonvoniont (toll-gates on roads aro an intolerable 
nuisance) or unjust (it is not those whoso pockets aro 
pioked who derive most bone fit from tbo vigilanoc of 
the police), and the scrvico must therefore bo rendered 
gratis. Secondly, sinco pcoplo do not always know 
what is good for them, the price which they will offer 

1 Though nol always so soriously as would appear. Tlius the 
decisions of Iho Pectoral Itcsorvo Board havo rofcrenco rathor to those 
visits which falliuovllahly on Iho gonoral public in the shape of price- 
fluctuations, financial panics, oto,, than to those, such as tlm insol- 
vency of particular creditors, which fa!) mainly on Iho individual bank 
itself. 



and since private enterprise cannot be expected to take 
this into account, their real enjoyment of life is less 
than it ought to be. If Biioli errors injured only those 
who nmdo them, n sooicty which sot a high value on 
liberty might not bo prepared to go very far in setting 
them right ; but, in fact— and this is the third point — • 
they frequently injure other pcoplo also ; thus tho 
neglect of a man to provido Ids house with drains may 
damage his neighbours as well as himself. Even in a 
sooioty in which wealth was equally distributed, it could 
bo argued that for ono or moro of theso reasons pooplo 
ought to liavo sanitation and soldiers and parks and 
policemen and libraries and a minimum standard of 
education for their children thrust down their throats, 
or at any into dangled in front of their noses, without 
tho exaction of full payment ; tho cost of courao being 
defrayed out of taxation. 

But in sooioty ns we know it tlicro is a further point. 
Owing to tho unequal distribution of wealth, tho com- 
parative prices offered for different goods by different 
people may fail entirely to indioato tho oomparativo 
real urgenoy of tho needs which those goods satisfy ; 
and since, under any modem system of taxation, moro 
is takon in taxes from tho rioh than from tho poor, tho 
machinery of public finance and oollcotivo enterprise 
offers an opportunity of partially correcting this defect. 
It would bo possible, of courso, simply to tako money 
from tho rioh by taxation and hand it ovor to tho noor. 


wise many of them would refrain from demanding, with 
results especially damaging both to themsolves and 
to other people. TIiub the arguments for a partial 
application of tho principle of Communism aro strongly 
reinforced. 

On tho other hand, there aro good grounds for walking 
carefully. There aro, first;, tho general objections to 
Collectivism already dismissed. It is true that the 
Communistic principle call ho applied not only through 
Collectivism, but through a polioy of subsidies to 
private enterprise— for instanoc, it is happily possiblo 
for tho Government to endow tho University of 
Cambridge without making it a Stale concern ; but 
on tho whole Lhiu alternative is not likely to be onrried 
very far in ordinary times. Secondly, high taxation 
for tho maintonanco of Communist undertakings dis- 
courages enterprise and tho accumulation of wealth. 
Thirdly, thcro is a ohronic danger of tho Communistic 
prinoiplo being misapplied. Thcro is, for instanoc, no 
special reason for supposing that people’s expenditure 
on travelling by tram is less than it ought to be in 
comparison with their expenditure on other things, 
and no particular justification therefore for running a 
municipal tramway system at a loss ; yet this sort of 
tiling is very liable to ocour. 

Tho merits and dangers of partial Communism aro 
well exemplified in tho policy of State provision of 
houaiug for tho working classes. Hero is a sorvico of 


hours mid of posterity (for a jerry-built house, unltko a 
jerry-built pair of boots, is an incubus on succeeding 
generations) : thus the arguments for Communistic 
enterprise arc vory strong. On the other hand, a 
Communiatio polioy to bo successful must bo very 
comprolionsivo, for tlio competition of tax-fed Govorn- 
mont building will make private enterprise impossible ; 
and a comprehensive policy will bo enormously expensive. 
It is not surprising that in Great Britain tho result of 
tlicso oonflioting considerations has boon vacillation and 
confusion. 

A systoin of oomploto Communism implies, of course, 
a oomploto rejection of tho mcohanism of prioo and 
oxohango. In an infinitely wealthy socioty ovorybody 
would no doubt bo allowod to telco out of tho State’s 
storehouses as muoli of everything as tlioy wantod : 
but in a socioty of limited woalth, such as those wo know 
oji earth, tho State would havo to ration tho con- 
sumption of individuals in overy particular, and to 
arrange tho flow of productive resources into the sovorul 
industries in such a manner as to produoo continuously 
tho standard budget for tho whole population, — 
a budget which many individuals would certainly 
find inappropriate and distasteful. It appears to 
havo been nothing less than this gigantio task 
which was onvisngcd by tho Communist Government 
of Russia in its “ orthodox” poriod, though tho vision 
was never completely translated into actuality. But 


moDuocis 01 accountancy, in tme leaning mauscrics — 
textiles, transport, iron and steel and bo forth — coupled 
with Hinall-Boalo private enterprise in agrioulturo, and 
more or less strictly regulated Capitalism in tho other 
departments of coonomio lifo. Tho Russian experiment 
involvod so many diiloront lands of olmngo and was 
oonduoted under Buoh peouliar conditions that it is 
dangoroiiB to draw detailed inferences from it on 
particular points : but it cortainly Buggosts that oven 
among a population with Bimplo and uniform needs 
tho wholesale administration of industry by tho State, 
difficult onough in any oaso, becomes an impossible 
tisk if tho touohstono of prioo in relation to cost of 
production is oast to tho winds. 


CHAPTER X 


WORKERS’ CONTROL 


“ 1*11 tell you how I ciuno to think of it,” said the Knight, 
” You 8co, I fiftid to myself, ‘ Tho only diflioulty is with tho 
foot ; tho head is high onough already.* Now, first I put 
my head on tho top of tho gato — then tho hoad’s high onough 
— than X stand on my bond — thou tho foot aro high ouougli, 
you soo — then I’m ovor, you sco.” 

“ Yes, I suppose you’d bo ovor when that was dono,” 
Alico said thoughtfully ; “ but don’t you think it would 
bo rathor hard 1 ” 

“ I havon’t tried it yot,” tho Knight said gravely : “ so 
I cau’t toll for oortain— but I’m afraid it would bo n liltlo 
hard.” 

Through the Looking’glass. 

§1. Productive Go-operation. Neither Consumers’ Co- 
operation nor Collectivism nor Communism solves tho 
problem of tho status of the workor raised in Chapter VII, 
§ d : and sinoo all of them must, undor modorn conditions, 
work within tlio framework of tlio “ factory system 
of Capitalism considered ub a tcohnioal mobhod of 
production and not as a system of property rights and 
industrial government — tho faob is not surprising. 
Dreamers of dreams have, indeed, suggested from timo 


machines, finally decided to destroy all those whioh 
had been invented in the last 271 years, “ a period 
whioh was agreed upon by all parties after several years 
of wrangling ns to whether a certain kind of mangle 
whioh waa muoh in U 60 among washerwomen should be 
saved or no. It was at last ruled to bo dangerous, and 
waa just oxcludcd by the limit of 271 years.” But the 
oominon sonso of mankind outside Erowhon lias generally 
deoided that l-his course is impraotioablo ; and the 
ofiorts of reformers liavo been directed to trying to 
find somo method of combining tho subordination and 
regimentation necessitated by the factory system with 
tho excroisc of self-government by thoso who arc 
on tang led in its coils. 

It was on this aspcob of sooial reconstruction that the 
early French and English Socialists laid most stress, 
and tho ’twenties and ’thirties wero prolific in sohemes 
for scH-govorning workshops and communities. Then 
in most countries these rathov fragile projeots were 
submerged beneath tho rising tido of Collectivism, to 
reappear in tho twentieth century, and especially in tho 
groat sooial upheaval of 1917-20, in a more militant and 
imposing form. Of lato years tho oonsumor has become 
suspeot, for lie may bo a moro drone, living on rent 
and profits, and so not ontitlcd to consideration ; tho 
State has become suspeot, for it is a tyrannous orgau 
that makes wars and brews lies and destroys freedom. 
It is tho worker qua worker who must rule. 
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short-lived, but thoro bavo boon occasional rovivabi 
of tho movement, and thoro arc in Cheat Britain at 
present about Bovonty auoli establishments — mainly in 
tho boot, clothing, toxtilo and printing traders— at any 
rate partially owned and directed by those who work 
in thorn. But tho gonuino productive sooioty lias 
obvious difficulties to fuoc. Thoro is difficulty in 
obtaining enough oapit.nl for extensions of business or 
oven for current needs, and in securing and retaining 
markets. But tho greatest difficulty is tho question of 
management : it is not easy to bring oneself to vote 
for tho most oapablo man among ono’u shopmates as 
manager, rather than tho best talker or tho beat follow, 
nor to voto him a largo enough salary, nor to allow' him 
a free enough hand whon oleoted and to oboy his orders 
in tho shop, ilonco not many of thoso sooioticH havo 
romained true to the early ideals of the movemont. 
In many of them a largo part of the membership and 
tho oapital holding lies outside tho factory (sometimes 
partly in tho hands of tho Oo-oporativo Stores), and 
within tho faotory there arc many employees who arc 
not members of tho sooioty ; and in only about a third 
of thorn do employees constitute a majority on tho 
managing committees, while in some thoy aro definitely 
oxoluded from sitting thoreon. 

Thus “ Productive Co-opomtion ” 1ms not revolu- 
tionized industry, nor is it likely to do so. Tho main 
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§2. Syndicalism and Sovietism. It seems a far cry 
from these peaceful little cells of industry to the rod 
Hag and tlio barricades : yot in its original form tiro 
dootrino of Syndicalism, which about a dozen years 
ago began to terrify tho country houses of England and 
to make Sooiftlism sound respeotablo by comparison, 
appears to kavo boon directly dorived from tho French 
counterparts of tho workers’ socioty. Franco is still 
in tho main, by comparison with England and Gormany, 
a oouutry of small-soalo and decentralized industry ; 
and tho groat national trade unions, now familiar in 
England for threo-quarlorH of a century, wero slow 
in making their appearance. Tho original idea of 
Syndicalism was that in each locality tho association 
of workmou in caoh trade should take ovor the control 
of tho moans of produotion ; but the general good— or 
at least tho general good of tho working olass— was not 
to bo altogether ncglcotcd, for tho local Bourse du 
Travail— a sort of oommon counoil or oleariug house 
of the local trado unions, corresponding roughly to the 
English Trades Coimoil— was to exoroiso a kind of 
gonoral control, and adjudge between tho claims of the 
various trado associations, wlioro theso camo into 
oonfliot. 

But will tho turn of tho oontury oamo at last the 
growth of tho great national trade unions, whioh 
adopted tho dootrines of Syndicalism; and on the 
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not scorn unjust to say that Syndicalism, in the form 
iu which it became articulate to the world at large, 
advocated the reorganization of industry purely from 
tho standpoint of the producer, and contemplated tho 
orcction of a number of vast and indopondonb Workmen’s 
Trusts in plaoo of the mingled competition, combination 
and collectivism of “ tho existing system.” “ Tho 
mines for tho miners, tho railways for tho railwaymon — 
and the dust oar Is for tho dustmen,” suoh is tho common 
oritioism of the implications of Syndicalist doctrine, and 
it docs not seem an unfair one ; though no doubt in 
tho minds of its advooates that dootrmo was mingled 
with a vnguo kind of Communism which roduoed tho 
question of ownership to unimportance. But, indeed, 
it is difficult to analyse corrcolly a dootrmo which has 
nevor boon put into practico, and lias not boon expounded 
with very groat luoidiby ; for it is part of tho thoory 
of Syndicalism that tho proletariat must not bother 
too muoh about tho oonsequonoes of its own notions 
or the form of government wliioh will eventually result 
from them, but act at all costs. And it is not surprising 
that it should bo this part of the theory, with its 
oorollary of tho gonoral strike, that ohiofly captured 
tho attention of tho publio. 

When, under tho dissolving influence of tho Groat 
War, revolution swept over Unwin and Germany, and 
flared up in the streets of Milan and Turin, and simmered 
on tho Clyde, it was ideas akin to those of French 



Himpcciu— mio name 01 wio great national j itiao union 
i 1 self, ho long tho bulwark of tlio working clays, but 
now fit only for tlio guillotine— a monster slow in 
action, bureaucratic in motliod, an accomplice too often 
in tlio dark deeds of the State. Not the association of 
workers in each trade or oven in each locality, but tho 
workoru themselves in each works, must seize from the 
capitalist tlio instruments of production which they 
themselves operate. Union no doubt will come later— 
tho solidarity of tho working class will not bo impaired ; 
but it must be a solidarity built up from below by the 
free federation of self-governing groups, not imposed 
from above by any authority whatsoever. Such seems 
to have been tho gospel of the Soviet or Workers’ 
Council, as blazoned forth in the early days of revo- 
lution. 

It is a molanoholy task to traco in caoh country tlio 
evaporation or contamination of tho pure milk of the 
Soviet word as revolution either fluooumbs to tlio 
forces of reaction or sottles down and becomes re- 
spectable. In Russia tho powers of the faotory soviet 
seem to have boon conditioned from tho first by tlio 
existonco of tlio looal soviot, organized on a territorial 
and not on an industrial basis, and to have been 
excToiscd oven ho with such a reckless disregard for tho 
common weal that so soon as tho central government 
could get to work other elements were speedily intro- 
duced into tho directive body of each individual factory, 
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umuo imum lor cnou liiuusuy conswi-utcu a runner 
oliooic on the independence of individual groups of 
workers. 

Tho Jiolshovik organization of industry presents, 
on paper at least, a picture of bewildering complexity. 
At the bend of on eh trade there woh instituted a powerful 
directive body or “ Central,” beneath it oamo a ring of 
local Trunin, and beneath them again tho individual 
factories. Eaoli fnotory was provided with two directors 
appointed by tbo Central, one for technical tho other 
for admiiuBtrativo purponen, the latter being assisted 
by an administrative ommoil, nominally -but apparently 
not in reality— compoaed of representatives of tho 
workmen and clerical staff*, tho higher technical and 
commercial staffs, tho trade union of the industry 
concorncd, tho local council of trade unions, tho regional 
coonomio connoil, tho local soviet, tho local peasants’ 
soviet and the looal co-operative society. Each factory 
had also its committee of workers only, with rights 
of appeal against the technical director. A rather 
complicated form of factory government?, this, and 
one not easy to bring within tho framework of any 
ent-and-dried analysis : but there is tho less reason 
for tho reader to tear his hair over it in that the author 
is in no position to explain how it, and the analogous 
complexities in the constitution of tho Central and tho 
Local TrnstB, worked out in pmctico. One thing only 
is plain, that under tho pressure of war and want, 


stirring for power, shrank away into appendages 
of capitalist and oartcllizcd industry. In Italy, the 
dramatic capture of tho metal factories by their om- 
ployccs in the autumn of: 1920 ended in the restora- 
tion of capitalism, and the accord by statute of limited 
powers of inspection and inquiry to ocntral committees 
representing the workers in each trade. In Great 
Britain the shop committee, with its momber tho shop 
steward, has been absorbed fairly digestibly into tho 
main structure of tho Trade Union movement. 

§ -3. Guild Socin] ism. But the idea of self-government 
in industry has not perished. Blended with various 
elemonts both of Capitalism and of old-fashioned 
Trade Unionism, it survives in certain notable projects 
nnd oxperimonts whioh, if disillusionment and trade 
dopvcsBion have thrust them temporarily into tho 
background, aro not to bo pormanontly ignored. Let 
us consider, first, those that are clean of oompromiso 
with Capitalism, reserving for a final chapter the 
attempts whioh liavo boon mndo to engraft the prin- 
ciples of self -government on to tho trunk of capitalist 
industry. 

In England, tho idea of workers’ oontvol lias bcon 
muoh bound up with a cult, not always very intelligent 
or well-grounded in historical knowledge, of tho 
-mediraval craft guild. Now the mediroval craft guild 
was a nroduct of tho handicraft system in its third or 


own account, but uniting to rogulato cortain matters, 
connected ohiofly with the quality and methods of 
work, which were of interest to tho trade as a wliolo. 
Its modern analogy, therefore, is to bo found rather in 
such loose associations of independent employers as 
the National Federation of Iron and Steel Manufacturers 
than in tho trade union : and tho maimer of its working 
thrown littlo direct light on the problem of achieving 
self-government for the workman in large-scale regi- 
mented industry. The relevance of llio meditoval 
guild to modern problems lies rather in tho general 
notion of a body which is not an organ of State, but is 
yet charged by general consent with tho oxcoution of 
pnblio duties and tho regulation of an industrial 
service ; and also, bo it said, in the warning that 
tho arroganoo and exclusive ness of such bodies 
may throttle tho development of industry and 
load to their own disruption and decay. But so 
long as false historical analogies am avoided, wo 
need not quarrel with tho name whioh the f.luihl 
Socialists have given to their theory of industrial 
reconstruction. 

That theory, naturally enough, is nob expounded 
alike hy all its advooates, but it will not be profitable 
to probo boro too deeply into their domestic con- 
troversies. Tho main idea is that each industry should 
bo reconstituted as a public service, under the oontrol 
of tli oso who actually work in it, whether with hand 


vesting mo nntu rignts or owncramp ot each industry 
in tlio State, by rcoognizing the olaims of brain labour, 
and by setting in the forefront of its programme the 
idea of tho service of the consumer. 

How far this profession of disinterestedness is a 
miffioionb guaranlco of tho consumer’s interest is a 
subject of controversy, revealed in the diversity 
exhibited by oonorcto Guild Socialist and quasi -Guild 
Socialist proposals in tho matter of tho representation 
of tho consumer and the State in the government of 
industry. Tims tho miners’ own scheme for the 
nationalization of tho British coal mines provided 
for a governing body of which half the members were 
to lie appointed by tho Miners’ Federation, and the 
othor half, while appointed by the State, were to 
represent only tho Lcolmioal and administrative sides 
of tho industry itsolf. Mr. Justice Sankcy’s famous 
rcjcolcd proposals (1919) for tho same industry placed 
tho ohief power in the hands of Distriot Counoils, of 
which four members wore to be oleoted by the workers 
and eight appointed by a superior National Council- 
four to ropresent tho tcohnioal and commercial sides 
of tho industry, and four to ropresent tho groat ooal- 
oonsuming industries and tho consuming public ; while 
tho Chairman and Vioo-Chairnmn were to bo appointed 
dircotly by tho Stnto. Tho abortive “ Plumb plan ” 
for tho reorganization of tho Amerioan railwa}'s con- 
templated a directorate composed of five representatives 
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Guild Socialist methods. 

An ounce of experience is said to be worth a ton of 
theory, and we must therefore glance briefly at the 
ono important experiment in Guild Socialist organization 
which has been actually made. In 1920 the building 
operatives of Manchester and London took the lead 
in the formation of guild committees to undertake 
contracts with the local authorities for the building of 
working-class houses, and the movement spread 
rapidly in other parts of tho country. At the present 
time the organization is roughly as follows. The 
National Building Guild is for legal purposes in form, 
but in form only, a joint-stock company, and under- 
takes certain centralized work of finance, insurance and 
supply : bub tho making of contracts is in the hands 
of Regional Councils, which arc eleoted partly by the 
craft organizations of the region (including professional 
organizations of architects, engineers and clerks), and 
partly by the local guild committees. These local 
committees me elected by tliu building trade uuious in 
each small area, and are responsible for the supply of 
labour on building contracts undertaken in that area. 
Each regional council appoints a manager and head- 
quarters staff, while the foreman on eaoh job is appointed 
by the local committee, and is thus not directly 
responsible to or removable by the particular workmen 
to whom lie gives orders. Capital is borrowed at a 
fixed rate of interest, and full trade union rates of 


individuals. 

Thanks to tlm inspiration of tho Guild idea, the 
legitimate attractions of the device of “ continuous 
pay,” and the ingenious machinery for reconciling 
self-government with him maintenance of authority, 
a high standard of efficiency and quality of work 
seems ho far usually to havo boon attained. Tin) 
experiment, it is true, was born under peculiarly 
favourable conditions. Building is a trade which 
requires little fixed capital, and tho Co-operativo 
movement gave valuable assistance in the supply of 
materials and in guaranteeing tho fulfilment of con- 
tracts ; while tho urgent and tax-fed Government 
demand for houses provided a most favourable market. 
Trade depression and the. curtailment of the housing 
programme have brought anxiety : but there seems 
good reason to hopo that Guild enterprise of this kind 
will find an (insured plaoo in tho mosaic of “ tho existing 
system.” 

If Imwover, ns its ndvoontos hopo, tho whole of this 
industry or any othor should oome to be reorganized 
on Guild lines, the probloms suggested by tho golden 
rule of Capitalism would assuredly become pressing. 
Would capital be forthcoming on such a sonic unless 
those who ventured it were allowed some share in 
controlling its use ? Undor Capitalism, the debenture 
bolder is contont to forgo rights of control because 
his debentures are, as it wore, covered under a fat 


nt any raic a voioo, oven 11 ns umuncm is not pro- 
portionate to tho sizo o£ hia holding. Under Col- 
lectivism, tlio bottomless pocket of the tax-payor blends 
between the creditor of the State and disaster. Hut 
to flnanoo a whole industry with blindfolded and 
impotent capital is likely to prove a stiff proposition ; 
fur unless such capital in to bo secured, both against 
total loss and against fluctuating returns, it is likely 
to be shy in coining forward, and if it is to be so scoured, 
its maintenance might well become an intolerable 
burden on an industry exposed like any other to the 
fluctuations and uncertainties of trade. And the 
difficulty is increased by the fact that 1 ho transference 
of control to tlio wovkors is to be accompanied by a 
marked diminution of their individual risks : for it is 
tlio hopo of Guild Socialism so to extend Iho system 
of “ continuous pay ” as to guarantee a livelihood to 
cvcvy man on the strength of nil industry, irrespective 
of whether there is work for him to do or no. More- 
over, in suoli an eventuality the question of price and 
output and tlio rights of tlio consumer, at present 
solved in tlio building tmdo by tlio formidable com- 
petition of private enterprise, would becomo acute. 
A country wltoso industry was entirely conducted by 
Guilds would still luivo to solve tlio root problems of 
Collectivism — tho problem* of reconciling a diversity 
of vested rights and of promoting tho ebb and flow of 
productive resources between different occupations. 
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wim Homo, at least, ot tno KtcaiB ana metnous wuiuu 
Guild Socialism propounds. 



CHAPTER XI 


JOINT CJONTUOL 


Tho Dodo suddenly culled out, “ The ruco is over I ” and 
thoy all orowded round it, panting, and asking “ But who 
has won 1 " 

This question tho Dodo could nut answer without a great 
deal of thought, and it sat for a long limo with ono linger 
pressed upon its forehead (tho position in which you usually 
see Shftlcoflpoaio in tho pioturcs of him), whilo tho root waitod 
in sitonco. At last tho Dodo said, "Everybody has won, and 
all must have prizes.” 

Alice's Adventures in Wonderland. 

§ i, The Case for Joint Control. Ifttr tho diolmrds of 
industrial reconstruction, tho transfer of governing 
powers to tho workers must bo absolute and completo, 
or it is illusory and uboIckb. If this consummation is not 
at present in sight, working-class effort must contimio 
along tho well-established lines of negative or inhibitory 
control, whilo preparing itself, by organization and 
education, for the assumption of poBitivo powors of 
government at some future date. Any proposals for 
association with the forces of Capitalism in Oho conduct 
of industry must bo rojeotod us a trap. Thoro must of 



iTiuiiy memuuitj or wio employing Glass, ueuiai.eu oy 
other considerations, arrive in praotiae at tlio same 
conclusion. In England at any rate Trado Unionism is 
generally accepted, by some grudgingly aB a necessary 
evil, by otlierH with a genuino appreciation of its 
generally bcnolicial oftects on oharactor and of the 
Hiiporiority of intelligent and organized opposition over 
iuoohoront and Hubtcrranean rovolt. ItB attempts to 
maintain and improve the Btandard of life of the working 
olasscH, while tlioy may bo stronuously resisted in detail, 
are not rosontod in gross. But such attempts uro held 
to mark tlio limit of its functions, and no working- class 
ambitions or aspirations uro to lie allowed to interfere 
with the liberty of tho employor to “ carry on bis own 
business in bis own way.” 

To many outsido cncjuirors also, dotaohed from tho 
practical conduct of industry, thcro is muoli that is 
attractive about this point of viow. It scorns to them 
Bimplo and familiar and well grounded in tho experience 
of tho past. They are impressed with the difficulty of 
savoring tho government of industry from the assump- 
tion of its risks, and with the strongth of the argumont 
for leaving tho oontrol ovor tho uso of resources in tho 
hands of those who provido and venture thorn, or of 
their appointed representatives. Their casual acquaint- 
ance with tho working olass leads them to doubt whether 
tho avomgo workman is in fact aotuated by any 
passionato impulse to sit on oommittees and tako 
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tompttions to ubo it liccdlcRsly will ahvayo bo great 

o l £o U » Report V which laid the foundato 
Bclf-Kovcrnmont in the British dominions. I t U 
before 1838 there woro in oxintonoo powerfu p 
assemblies with considerable faoiUt.es *» i = 


uiiwuug Iiuu pupuiur Ubaemmy IGSponSl oie ior provid- 
ing a ministry to oouduob tho government of tho country. 
The analogy between political and industrial affairs 
must nob bo pressed too hard, but it is oloso enough to 
givo occasion for reflection. 

Secondly, ovon if the powei'B of negative control are 
employed for reasonable ends, they are often au expon 
sivo and roundabout method of attaining objeots which 
might on tho faoo of it bo attained more speedily and 
cheaply by direofc moans. Tho liberty of the omployor 
to “ oonduct liis own business in his own way ” is very 
far from being absolute as things aro at present. By 
obstruction culminating in sabotago and strikes, a body 
of workmen can, in favourable ciroumstanocs, ensure 
that they shall not bo obliged to work under such and 
euoh conditions, or with snob and snob workmates, or 
without suoli and suoli a workmate (there have been 
many Buooessful strikes against victimization and 
arbitrary dismissals), or oven undor such and suoh 
managers and foromon. Thus muoh effort is spent in 
malting dcoisions uuworkablo whioh might, it would 
scorn, bo saved if thoso who aro driven to make it had 
been partnors to the deoision in tho first instanoo. Here 
again analogies arc suggestive, if inoonolusive. Bodies 
whioh aro sot up to prohibit “ unreasonable ” prices are 
gonorally driven in tho end to save time and litigation 
by proscribing “ reasonable ” ones : and the mothod 
somo times employed by benevolent rustics of directing 
the traveller by indicating exhaustively tho roads whioh 



struotivo talent among the working oIobh is allowed to go 
to waste. Xtf i« true that many men have ri«cn from 
that class to attain responsible poHitions in industry; 
but othors ha vo found no suoh opportunity, and others 
again would Boom it if it arose, preferring to ubo tlioir 
abilities in the sorvico of their own oIahh. At present, 
tho service of industry and the service of their own class 
are disconnected and oven conflicting ideals. Need they 
bo ? 

Fourthly, oven tho psychology of tho “ average 
workman ” is porhaps not bo Bimplo ns itomo would have 
U8 bcliovo. It may bo hazarded that in his soalo of 
values two othor things besides reasonable oomfort 
and leisure find a high place— a sonso of Bcourity and 
a bcubo tlmt ho i« not being dono by Homebody in tho 
oyo. Political analogy BuggoRls that tliOHO sensations 
are not easily generated except through t)io nmchinory 
of boI [-government. If tho desire to take an active 
paid in affairs is oonfined to n small minority, tho desire 
to bo a member of something, with a status and a plaoo 
in tho sun, is surely much dcopor anil mom widely 
spread ; ami, oven those to whom committees are a 
form of slow torturo, liko to cast, or to fool that if 
deeply stirred they liavo the right to oust, au occasional 
vofco. 

For these reasons tlioso who boo no alternative to 
preserving in its broad outlino tho framework of " the 
existing sysfcom ” may bo wiso to consider sympatlieti- 



§2. Joint Control in Individual Firms. One obvious 
dovico at once suggests itself — tliab the workers in any 
concern should rcocivo special encouragement to acquire 
a share in its ownership and therefore in its control 1 
Hero nro tho particulars of two celebrated instances of 
this expedient of “ Labour Co-partnership.” In the 
South Metropolitan Gas Company of London, tho 
employees reeeivo a sharo of tho profits in tlm form of 
ft bonus on their wages, part of which has to be invested 
in tho stoolc of tho company, with the result that thoy 
now hold nearly G per cent of the voting powor. This, 
howover, docs not mcasuro the full oxtent of their 
influence, for tho workmen arc outitled to oleot two 
and tho office stall one, out of the ten directors ; and 
further, tho joint committco whioli administers the 
co-partnership soliomo exoroisos also an informal but 
real mfluonoo in the internal government of tho works. 
In tho Loolairo houso-painting establishment in Paris, 
about fivo-ciglitbs of tho oapital is now owned by a 
Mutual Aid Sooicty to which about one-sixth of tho 
workers bolong, and whioh is a slcopiug partner (p. G4) 
in tho firm ; wkilo the two aotivo managing partners, 
who own the rest of tho oapital, nro elected for lifo by 
a kind of sonata nearly cooxtonsivo with tho Mutual 

1 Tho financial obBlaolos to Lho workmon acquiring tho owner- 
ship o f ft businoea aro liol no groat as is oRon imagined. Tho 
saving of a vory fow hundrod pounds por bond would onablo tho 
oaiployoos of (say) an integrated ooa) und iron and stool company 
to purolmso lho whole of its ordinary shores. But Buoh a develop* 
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oould bo multiplied, differing indefinitely in detail ; 
but tliey nil have this in common, that they owe 
thoir origin to tho energy and vision of a successful 
man of business, And in oousequenoe, even when the 
oo-paHncrship bclicmo is of bo advanced n kind that 
the result bears a strong resemblance to “ productive 
oo-oporation” (C!h. X, § 1), the exeoutivo powers of tho 
management arc generally very carefully safeguarded. 1 

lint it is also possible Unit tho workers should bo 
associated qua workers, and not qua owners of capital, 
in tho government of tho business in which thoy work. 
Thus tho workmen in a joint-stock company may 
noqniro tho right to nominato one or moro membors 
of tho board of dirootors, without regard to thoir share, 
if any, in tho ownership of tho onpital. This plan was 
suggested by tho British Government in 1010 for 
adoption on tho railways, but was fiercely opposed by 
tho directors of tho railway oompanios, and apparently 
not strongly pressed by theTrudo Unions ; and oxcopt in 
oonuootion with oo-partnorship schemes, tho speoilically 

1 An interesting ami anomalous industrial constitution is that of 
tho famous Zeiss optical glass worku al Joint. Uivlor Uvo dispoidUun 
of tho lalo pioprioior, JiriiHt Abbo, Uio hulk of tho capital in owned 
undor a Trust doud by tho OHtablishment itsolf. Tho trustoo In a 
Government, department, tho couhoiiI of whoso Vo prosonf ativo in r«. 
rpiirod to important dooislons: subject to thin, tho control 1h in tho 
hands of a oo-optod Hoard of Management of four, though thoro 
is also a council of workmen with tho right to make roprcfiimlatlons. 
Tho solf-oonlainod nature of thin organization, and Bomo of Its pro- 
visions for continuous pay, oto., recall tho Guild ideal : tho diftor- 
onoo scorns to bo in tho frank roooauition of tlio riidits of owaerahiu 



iw jjovui- Auuwiers; many oi tne cu rectors are ex- 
omployccs. In Germany, under an Act of 1922, one 
or two members of the Works Council arc entitled to 
seats witli full voting rights on the board of supervision 
of joint- stock companies and other corporate organiza- 
tions (a body with rather less executive power than the 
"English board of directors) ; but it is early yet to say 
bow far this provision will be effcotivc and how far it 
will bo evaded by the transaction of really important 
business clsowhero than at formal meetings of tho 
board. 

Of more immediate interest is the movement for tho 
transfeionoe to a oouncil or committee of workers of 
a share in the government of tho business in which they 
are employed. Isolated instanocs of this development 
liavo long been familiar ; but it received, in theory at 
any rate, a great stimulus from tho outburst of the 
demand for puro " workers’ control ” during tho 
revolutionary period, 1917-20. In Gormany tho 
Workers’ Counoils whioh failed to aohiovc the sooial 
revolution (p. Ml) romain established by the Constitution 
(1919) and by specific statute (1920) as an integral 
part of tho organization of industry. In England tlio 
general establishment of joint works’ committees, 
representing employor and employed, was recommended 
by the famous Whitley report (1917), with results 
which have so far boon disappointing both in quantity 
and quality. 

Whflthm- vn consider achieved faots or probable 


is an almost infmito gradation both in Oho. matters to 
which tho competence of such bodies may extend, and 
in tho degree of influonoo which they may exercise. 
Arc they to bo concerned merely with the administration 
ol bonus, pension ami welfare schemes, and with minor 
matters of workshop comfort and hygiene, or arc their 
powers to reach to matters of discipline and organiza- 
tion, of produotivo method and tcohuique, of com- 
tnoroial and financial policy ? Again, aro their activities 
to lalco (ho form merely of criticism and protest, or 
of giving ndvioo when called into consultation, or of 
suggesting and advising on their own initiative, or 
finally of notuully taking part in oxeontive derisions ? 
Tho lino between positive and negative oontrol is 
indefinite and blurred ; tho tcaohing of past experiment 
is difficult to summarise and interpret, and the course 
of future oxperimont impossible to forecast. Two 
general reflections must suflioc. First, tho control 
which can bo exercised by such bodies over commercial 
and financial polioy is almost purely negative : but it is 
not therefore to he altogether despised. It was perhaps 
a profound political instinct which led tho wary old 
Italian premier, Signor Oiolitti, in bis settlement of tho 
Italian factory war (p. HI), to interpret the word 
“ controllo ” in tho rather unexpected senso of “ powers 
of financial enquiry.” There is no question that tho 
secrecy of private enterprise, tho suspicion that largo 
1 The vendor kIiouM commit Goodrich. The FrontUr ol Control 
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lingo privately owned industry, that of ooal mining, is 
now exposed to tlio workmen montli by month in 
connection with, the scheme of wage payments ; but 
snob arrangements aro still unhappily rare. The 
statutory powers of investigation possessed by the 
Gorman Works Councils, or even the administration 
by a oommibteo of a mere profit-sharing scheme, may 
have tlio enormous advantago both of impelling the 
omployor to lay his cards continuously on tlio table and 
of inducing tlio workmen to subject them to intelligent 
scrutiny. 

Secondly, tlio mil crux of tlio question of positivo 
aontrol lies in two groups of questions— those connected 
with (a) discipline and (b) technique. («) Successful 
experiments linvo been made in the devolution to 
works oommittccs of minor disciplinary powers with 
regard to timokcoping and similar matters, though 
mainly undor wav-timo conditions and witli the fear of 
worso alternatives in tlio background. More important 
is the question of control over tlio “ right to sack,” 
The Gorman Works Councils can hear appeals against 
dismissal for other than trade reasons, the final court of 
rofcrcnco boing a district conciliation committee ; but 
in any oaBO only the payment of compensation, and 
not reinstatement, can bo enforced. One branch of 
the British Commission on Industrial Unrest (1917) 
wont so far as to reoommend that “no workman 
should bo liable to bo dismissed without the consent 



trade or a man's industrial efficiency, and dismissals 
mado on disciplinary groundH or aotuated by (lie- 
approval of a man’s personal conduct. In times of 
trade depression and unemployment this distinction 
is peculiarly difficult to establish ; but the shaving of 
control over dismissals scorns an obvious line of advance 
for more prosperous times. Control over the appoint- 
ment and behaviour of foremen romains purely negative, 
and tho oaro with which in Guild and similar experiments 
the oleotion of ofiioials by their immediate subordinates 
is avoided suggests that it is likely to remain so : though 
Messrs. Rowntrccs* devioo of preliminary discussion 
of appointments by a committee of workers without 
oxoontivo powers scorns worthy of imitation. 

(6) Tho Gorman Works Councils aro specifically 
onjoinod (ho far apparently without mitoh result) to 
assist tho management of tho works by their advioo. 
In England a number of works committees aro reported 
to have mado valuable suggestions on questions of 
toolmiquo and tho organization of work, tho most 
romarkablo instance being a memorandum by tho 
shop s towards’ committee of tho British Westinghouso 
Company on foundry management, which caused tho 
company to rosoind its decision to oloso down its 
foundry. Suoh committees may also bring forward 
tho inventions of individuals and see that they aro 
duly considered and justly rewarded. Tho feeling 
that invontivo power is allowed to go to waste by 


“ workers’ control ” ; and it would appear that there 
is here a large field for the acquisition by works com- 
mit tees of a real positive and constructive part in the 
government of industry. 

With all these forms of joint control within the 
individual firm — Co-partnership, the employee-director, 
tho joint committee— it is dcsirablo that more and 
boldor experiments should bo made. But it is useless 
to shut our oyes to tho difficulty whioh besots all of 
them — the difficulty suggested by Capitalism’s golden 
rulo. Thoro is, as we havo scon, a real infraction of 
that rule in so far as directors and managers administer 
tho proporty of shareholders : but the infraction is a 
limited one, because even if the motives for bold and 
efficient action on tho part of directors and managers 
are woakened, their gonoral aim \n substantially the 
same ao that of those for whom tboy are noting— 
namoly, tho prosperity of the individual oompany. But 
in the mind of tho workmau-di rector or oommitteeraan 
this aim is almost necessarily in competition with 
another and in many respeots a nobler one— the well- 
being of his follow- workmen in tho trade as a whole. 
Tho wholo impulso of modern Trade Unionism is 
towards achieving and maintaining the solidarity of 
labour throughout tho wholo of caoh industry — a 
polioy tho pursuit of whioh may well call for a oortain 
imlifi'orcnco on tho part of tho individual workman 
to the financial prosperity of his own firm, while at 


gas oi- railways, where tho individual firm oovors the 
wholo industry in its area, or in a small trade, suoh ns 
oocoa manufacture, whioli is dominated by a few ox- 
ooptionally enlightened firms. 

With this difiloulty is intertwined another— the 
objeotion (based on a mixture of right fooling and 
dofeotivo analysis) which is folt by many members of 
tho working olnss to Capitalism’s obvious test of business 
ofiioicnoy and sucocss— tho making of profit for in- 
dividuals. Iloro, indeed, it is possible to iloteot signs 
of a rapprochement botweon oonflioting points of viaw. 
On the one hand wo find a particularly advanced body 
of Trade Unionists, tho British miners, accepting (it is 
truo, under tho stress of defeat) the most olaboruto and 
far-reaching sohome of profit-sharing yet devised. On 
tho other hand, “ the modern professional direotor may 
bo almost as reluctant as tho workman himself to see 
the proceeds of the year’s trading slopped away in 
dividends.” His test of success is still indeed profits, 
but profits to bo used not for the immediate enrichment 
of individuals, but for tho increase of tho power and 
stability of tho wholo undertaking. “ Tho undertaking 
itself, now grown into an objootivo personality, oroutes 
its own moans just as it orcates its own tasks .” 1 It 
does not seem too fnnoiful to hope that tho “ Guild 
spirit ” may progressively permeate private enterprise 
to this oxtent -that tho desire of tho loaders for financial 
results and tho desire of tho rank and filo for personal 


§3. Joint Coyitrol on a National Scale. Even so, 
however, the permanent distinction and the occasional 
disharmony between the aims of the national Trade 
Union and those of the individual enterprise remain 
unresolved. We must turn, therefore, for a moment to 
the other branch of the celebrated “ Whitley scheme ” 
— the establishment in eaoh trade of joint councils of 
employers and employed representing the trade as a 
whole. Euil-blown oouncils of this character are iu 
active operation iu Great Britain in about sixty trades, 
inoluding wool, pottery, printing, boots aud the mer- 
cantile marine, whilo the four great railways and the 
departments of the Civil Sendee each possess OTgans 
of a similar kind. Some of these oouncils, as was 
to be expeoted, have tended to degenerate into a 
now form of machinery for wrangling about wages 
and hours, but others have attempted to take 
their constructive duties seriously. 1 The promotion 
of research, the development of scientific accounting, 
the study of tariff policy, “ the safeguarding and 
development of the industry as a part of national life ” 
— suoh are among the declared objects of these institu- 

1 "Tho Pottery Industrial Council, at a mcetingon 12th October, 
had before them a variety of subjects, including statistics of unem- 
ployment amongst pottery workers, steps to be taken to prooure 
lower railway freightage rates, . . . statistics of profits and turn- 
OTor in tho pottery industry, . . . tho effect of industrial conditions 
on tho health of young persons, tho interrupted apprentices hi p 
soheme, . . . pottery scholarships and Works Committees.”— 
Labour Qazetle, Nov., 1U22. 

Tho Uni Miner flnnnnil xva k r.1ro nvf’fintinnftll V active Until in 1922 



Kven in appraising tin*, most remarkable instance 
of joint oontrol which lias hitherto appeared in British 
industry-- -tihu Cotton Control Board which ruled the 
Lancashire cotton trade during the war -wo must take 
hood of the authoritative statement that “the operatives’ 
leaders ful filled essentially the. role of a friendly opposi- 
tion, now pleading for conecssions, now issuing warnings, 
but at no time playing an equal part in the determina- 
tion of policy.” 1 We nuistexpeot, too, that such bodies 
should sometimes show a somewhat unhealthy interest 
in questions of prion maintenance and tariff concession. 
But these mom inadequate grounds for omulomning 
the whole movement out of hand ns a failure and a 
sham. 

There arc in particular two problems with which it 
would seem that such oounoils are, or may come to bo, 
peculiarly fitted to deal. The first is the problem of the 
trade oyolo. Wo have suggested (Uh. VII, § II) that in 
this matter the exclusion of tlm worker from any share in 
the government of industry constitutes a roal grievance*, 
sijico ho runs herein risks whioh arc inovitnbly great, 
and which are rendered greater by the. relative hi- 
difforonoo of the capitalist to tlio fluctuating dmrnotor 
of industrial activity. Vuvbher wo have suggested that, 
in times of boom tJm immediate interest of the in- 
dividual firm is frequently opposed to tho permanent 
interest of tho trade as a whole, so that tho maltor is 
emphatically one for joint notion. Thovo is at present 
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administration, furnishing each trade with an incentive 
to rcduco its own fluctuations, and throwing the residual 
burden (in tho form of increased price) on the consumer 
of “ fluctuating ” products rather than on the general 
tax-payer. Sohcmcs of this land have been worked out 
for tho British printing and woollen trades, though it 
has not yet been possible to bring them into operation. 
If suoh a policy should oomo to be generally adopted, 
boro is a fruitful field for tho joint industrial oouncil. 
Whother by compulsory levies and self-denying 
ordinances in times of boom, or by tho milder methods 
of mutual publicity with regard to coutraots accepted 
and tho scientific study of tho movements of demand, 
it should not bo beyond tho bounds of possibility for 
each woll-organizcd tvado to make a sorious elltort to 
deal in oommon with tho worst ovil of Capitalism ; aud 
in this matter tho oompolling internet of tho working 
olass in stability may bo oxpeoted to bring a wholesome 
infinonco to bear on industrial policy. 

Tho second problom which in some trades calls for 
oontinuous joint aotion is that which led in 1922 to 
disastrous oonfliot in tho British engineering industry — 
tho progressive supersession of oertain kinds of technical 
skill by increasingly fool-proof machinery. Obstructive 
aotion by tho skilled workmen in an individual firm is 
dearly futilo : no firm oan afford to bo loft behind in 
tiro adoption of tho most coonomioal methods of pro- 
duction. Obstruotivo aotion by tho Trade Union 
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failure in the long run, for tho interest both of So< 
as a wliolo and. of the unskilled worker is in thin mi 
on tho employer’** aide. Rut it does acorn reasoi 
that by joint notion for the gradual introduclio 
inevitable changes and for tho re-training mid 
abaorption of tlic labour tlum miperaeded, a 
organized trade should nmlce a HtronmniH end on 
to minimize tho wreckage of legitimate oxpeelai 
whioh in caused by tho fevered progress of iiulu* 
technique. 

In Hormany an attempt 1ms been made to assn 
the consumer in the joint government of indit 
Tho constitution imposed by statute upon the 
industry in 1 OR) is an extraordinary farrago of oarlel 
Capitalism, Syndicalism, Stuto Socialism and 
sinners* Co-operation. Tho nominal head of the indi 
is tho Coal Counoil, a body of sixty persons, compr 
representatives of the State, the oo-operative soei 
and the consuming industries ns well as of omph 
and employed. It scorns generally agreed that 
body is a mere phantom, and that the real powci 
lain in tho hands of tho Coal Association, which, > 
nominally the executive organ of the Counoil and 
taming representatives of tho workmen and cousin 
is in reality a kind of central olTioc of the indepen 
oanitalmfc oartels. This erandioso chimera, wit! 
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German Rcpublio, there met for the first time on 
Juno 30, 1020, the Federal Economic Council — “ the, 
world’s first Parliament of Business.” “ The Council's 
competence extends over ‘every branch of finance, 
industry and trade, and over all sooinl and labour 
cpicstions oonneoted therewith. Its 320 members have 
Parliamentary immunity, and arc paid salaries. They 
arc eleoted, mainly by private associations of the 
respective interests, in eight) groups, which represent 
agriculture, forestry, gardening and fisheries, industry, 
trade banking and insurance, communications, hand- 
work, consumers (liouso owners, tenants, housekeepers 
| ? hotel-keepers], domestic servants, restaurant keepers 
and tho Communes), officialdom and the liberal pro- 
fessions, and thero arc two other groups, one obosen 
by tho Pciohsrat to represent spccifio local interests, 
tho other by tho Government from among oitizens 
rjualified to sorvo tho national coonomic oause.” 1 The 
presont Con noil is provisional only, and neither its 
composition nor its powers aro precisely as contemplated 
in tho Constitution. All bills involving social and 
coonomic policy havo to be submitted to it for discussion 
beforo thoy aro presented to the Reichstag ; and the 
Government must oonsulto a committco of tho Council 
before taking administrative action on coonomic 
matters. Tho right laid down in tho Constitution of 
initiating eoonomio bills, whioh must thou he intro- 
duced into tho Reichstag oven if the Government does 



ployed, for the exertion of influence. 

In England the groat Industrial Conference wliioh was 
flummoned to advice tho Government in the troublous 
days of 1919 bid fair at one time to develop into just 
auoli an coonoinio annexe to tho British Conatitution, 
and then auddcnly vanished into thin air. It may bo 
hazarded that ho oner or lator we ah all be driven to take 
a leaf out of the German book. Tho apologists of 
Guild Socialism havo ransacked mediroval political 
theory for support for tho view that thoro are human 
assooiationa prior to and independent) of tho State, 
entitled to deal with tho Stato on oqual terms. Their 
extreme conclusions would bo subversive of political 
domooraoy as ordinarily understood, and oannot lie 
aocoptcd. But tho growing congestion of tho Parlia- 
mentary timo-tablo and tho deep-seated resentment, of 
tho business world against Governmental intorforonee 
oombino to mako it desirable that not only each separate 
industry, but also industry as a whole, should bn on- 
ooumgod so far as possible) to settle its own affairs. 

§4. Conclusion. This book is being writton at a time 
of general disillusionment. Tho high hopes widely 
ohorished only a fow years sinoo of the speedy establish- 
ment of a now order in industry have faded and 
shrivelled away. Capitalism to all appearances has 
beon re-established on its throno, largely, by a ourions 
irony, through tho agency of a most patont proof of its 


mum. ououici urecu. despair, ana in those who aetest it 
victory should breed insolence. It would bo as un- 
reasonable and dangerous now to suppose that the new 
ideas liavo vanished for ever from tho world as it was 
tlirco years ago to suppose that tlioy could instantane- 
ously transform it. It scorns certain that for many years 
to oomo Private Enlorpriso will remain tho dominant 
form of industrial organization ; but it seems also reason- 
able to hopOjftnd to insist, thab Privato Enterprise should 
booomo lesB ohaotio, less seorotivo, less tyraunioal than 
in tho past— more determined to acliicvo a real oontrol 
over tho blind foracs that mako for economic instability 
and dislocation, moro ready to lay its finanoial oards 
upon tho publio tnblo, moro willing to respeot and to use 
in tho sorvioo of industry tho self-governing instincts of 
the millions who carry out its commands. And by its 
side thoro is plenty of room for Collectivism in soleotcd 
oases, as woll as for tho Co -operative Society and the 
Hcif-govorning league of producing units on tho Building 
Guild raodol. 

Lot us in oonolusion indulge our fancies a little, and 
with tho help of a fow quotations and our old watoh- 
words of differentiation and integration take a farewell 
Hurvoy of tho cconomio philosophies of tho world. Hoar 
first Adam Smith on tho virtues of natural liberty. 
“Evory individual is continually exerting himself to 
find out tho most advantageous employment for what- 
ever capital ho can command. It is his own advantage 
imlfwl n/nfl nnli lil mli nf +.hn snniflt.v which ho hftR in view. 
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individualist. 

Now hear onoo moro our old friend tho Cluiirnmn of 
Amalgamated Industrials (p, 31) on his ideals. “ There 
in nob a Hiring that wo nro ncgleoting in thin great 
aspiration of: own that wo nliould ho self-contained, and 
bo ablo to carry on the business in such a way that in 
oyolcH of depression aiul prosperity it will givo a constant 
regular dividend to tho aha roll older# and securo their 
principal.” Horo in tlio gospel of integration for power — 
tho philoHophy of tho business boss. 

Now for ono moro voioo—tho voice of lluport Brooke, 
dcHoribing Communism an ho found it, or thought bo 
found it, in tho inland# of tho South Seay. “ In my 
part of tho world, if wo want to build a oanoo, wo all put 
flowers in our hair, and tnlco tho town liatohot, and 
Bill’s axo, and each his own hunting-knife, and have a 
bit of pig each for luck, and a drink, and go out. And 
an wo go wo sing. And wlion wo have got to a largo Iron 
wo ait round it. And tho two biggest men take tho axes 
and hit tho tree in turn. And tlio rest of uh heat our 
hands rhythmically uiul sing a rnuig saying, ' That is a 
tree— cut down tlio tree —wo will luako a boat,’ and so 
on. And when tlmso two aro tired, they drink and sit, 
and other two take tlioir places. . . . And when all’s 
done, wo go homo and sing all night, and danoo a great 
deal. Bor wo have another oanoo. And wlion you have 
got a lot of other Goddites together and started to build 
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philosophy o£ the poet. 

r L 1 !io philosophy of the academic individualist does 
not fib all the faots : tho philosophy of tho business boss 
will nob permanently satisfy the heart of man : tho 
philosophy of tho poot is not at present a workable 
proposition. Fettered by tho insufficiency of tbc earth 
and tho ohronio disappointingness of human nature, 
Sooiety stumbles olumsily forward on tho only half- 
reatized quest for a more sensiblo aud kindly way of 
oonduoting its alTairs. In tho cconoinio world, as in 
tho spiritual world with whioh it is so perplcxingly 
intertwined, 

TIhuc i« no expeilitiouH read 

To pack and label houIh lor God 

Ami nave them by tho bairol-load. 

Hub if wo nro neither falso to our visions nor m- 
modornto in our hopes wo need not despair of witnessing 
tho slow growth of somothing worth oalling Freedom in 
industrial affairs : even though wo know that in any 
sooioty wliioh wo are likoly to live to see, old Bill Bailey 
will ooutinuo to think more about his early brocooli than 
about tho mysteries of cost-accounting, and young Alf 
Borkina to take moro interest in the prospects of Man- 
chester United than in thoBO of cotton cultivation in 
equatorial Africa. 


